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BellSouth Telecommunications, Inc.
Legal Department

1600 Williams Street

Suite 5200

Columbia, SC 29201

patrick.turner@bellsouth.com Febmary 28> 2006

The Honorable Charles Terreni
Chief Clerk of the Commission

Public Service Commission of South Carolina
Post Office Drawer 11649

Columbia, South Carolina 29211

Re: Docket No. 2005-347-C (Proposed Changes to Article 6 Regulations) |

Dear Mr. Terreni:

Patrick W. Turner
General Counsel-South Caralina

803 401 2900
Fax 803 254 1731
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Pursuant to the “Notice of Public Hearing and Opportunity for Public Comment”

in the State Register, BellSouth Telecommunications, Inc. (“BellSouth”) respectfully
submits the following written comments on the Proposed Regulations regarding
Telecommunications Utilities. BellSouth reserves the right to present supplemental or
additional oral and/or written comments on the proposed regulation at the hearing
scheduled for March 2, 2006.

A. 103-612 Data to be Filed with the Commission and Provided to the
ORS

The telephone utility shall file the following documents and information:

1. Annual Report. Each telephone utility operating in the State shall file an
annual report with the commission and provide a copy to the ORS, giving such
information as the commission may direct. If a telephone utility operating under
S.C. Code Ann §58-9-575, 58-9-576. or 58-9-585 files an annual report with the
FCC it may comply with this requirement by filing with the Commission copies
of the annual report(s) it submits to the FCC. !

The Commission’s most recent annual report form exempts companies operating
under alternative regulation statutes from providing some of the information that is

! Underlining indicates language that BellSouth suggests adding to the proposed

regulation, and strike-through indicates language BellSouth suggests deleting from the
proposed regulation.
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required of companies operating under traditional rate-of-return regulation. This type of
exemption is appropriate because the financial information relevant to companies
operating under statutory alternative regulation plans (information that indicates whether
the company is a viable entity from a financial perspective) is significantly different than
the financial information that is relevant to companies operating under traditional rate-of-
return regulation. BellSouth respectfully submits that it is appropriate to recognize this
distinction in the Commission’s rules as suggested above.

As evidenced by Exhibit A to this letter, and by the fact that the ORS suggested
this language in its proposal dated October 25, 2005, the reports filed at the FCC provide
more than enough information for the Commission and the ORS to determine whether
there are concerns with the financial viability of a telephone utility operating under an
alternative regulation statute. If after reviewing this information, the Commission or the
ORS needs additional information regarding a particular telephone utility, either agency
can obtain that additional information.?

The revisions suggested by BellSouth will allow companies operating under
alternative regulation statutes to make business decisions with the certainty that they will
not have to create two sets of regulatory reports with regard to their South Carolina
operations. These suggestions, therefore, will reduce costs associated with regulation
without impeding the ability of the Commission or the ORS to obtain additional financial
information regarding a particular telephone utility if the need arises.

B. 103-622.3. Disconnection and Reconnection

Whenever regulated telephone service is denied or discontinued for any
appropriate reason, the telephone utility may make an-approved a tariffed charge
for cost incurred in disconnecting or discontinuing the regulated telephone service
and reconnecting it after restoration and may require payment for service not
previously billed.

Depending on the type of regulation under which a telephone utility operates, its
tariffs may or may not require Commission approval before they go into effect. The
tariffs of companies operating under traditional rate-of-return regulation, for instance,
typically do not become effective prior to Commission approval. Tariffs filed by
companies operating under Section 58-9-576, on the other hand, are “presumed valid and

2 See S.C. Code Ann. §§58-3-200 & 58-4-50(A)(2)(authorizing the Commission to
request the ORS to conduct inspections, audits, and examinations and requiring the ORS
to make such inspections, audits, and examinations as requested by the Commission);
S.C. Code Ann. §58-4-50(A)(2) (authorizing the ORS to make inspections, audits, and
examinations when considered necessary by the Executive Director of the ORS).
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become effective seven days after ﬁhng for price decreases and fourteen days after filing
for price increases and new services.” This proposed revision makes the rule consistent
with state statutes regardless of the type of regulation that applies to a given telephone
utility.

C. 103-631. Directories

Each utility is responsible for having the

Telephone-directoriesshall-be-published
at—regul-&r—m%ew&l&—hs&ag—the name, address, and telephone numbers of all of its

customers listed in a telephone directory that is published at regular intervals,
except public telephone and telephone services unlisted at customer’s request.

BellSouth’s proposed revisions do not alter the substance of the requirements that
currently appear in this portion of the Commission’s rules. The proposed revisions,
however, do reflect today’s competitive environment, in which many telephone utilities
negotiate for the inclusion of their customers’ listings in a directory that is published by
another entity. Additionally, many of the entities that publish directories are not
telephone utilities that are under the Commission’s jurisdiction. BellSouth’s proposed
revisions make it clear that instead of imposing a requirement on entities that are not
under the Commission’s jurisdiction, this rule makes each telephone utility under the
Commission’s jurisdiction responsible for seeing to it that the listings of its customers
appear in a directory.

D. 103-631.C Directories

utility shall take am)roprlate measures _to have hnformatlon pertaining to

emergency calls such as for the police and fire departments shall appear
conspicuously in the front pages of the directory, and such information shall be
provided without charge to the agency located within the utility's certificated area.

Also, the utility shall take appropriate measures to have #r-the-front-portion-of-the

directory—shall-appear-the address and telephone number of the Public Service
Commission and the Office of Regulatory Staff appear in the front portion of the

directory in which its customers’ listings appear.

Consistent with BellSouth’s comments above, these proposed revisions make it
clear that instead of imposing requirements on entities that are not under the
Commission’s jurisdiction, this rule makes each telephone utility under the

3 See S.C. Code Ann. §58-9-576(B)(7).
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Commission’s jurisdiction responsible for seeing to it that the required information
appears in directories that contain listings for that telephone utility’s customers.

Additionally, the existing language assumes that only one telephone utility serves
a given area, when in fact several telephone utilities serve most areas in the state. A rule
that requires the name of one or more of these utilities to appear on a directory that is
published by an unregulated publishing company raises serious operational, financial, and
legal issues. BellSouth, therefore, suggests the elimination of this requirement.
Alternatively, this information should be required to appear in the front pages of a
directory instead of on the front cover.

Finally, BellSouth suggests eliminating the requirement that an indication of the
area included in the directory and the month and year of issuance appear on the front
cover of a directory. BellSouth has no objection to this information appearing in an
appropriate location in the directory (such as on the front cover, the spine, or in the
customer guide pages), but a rule that requires this information to appear on the front
cover seems unnecessarily restrictive.

BellSouth appreciates the opportunity to submit these suggestions, and we look
forward to discussing them during the hearing of March 2, 2006. Given that I am
unaware of any formal interventions in this docket, I would appreciate your posting these
comments on the Commission's website.

Sincerely,

Papiet o

Patrick W. Turner

PWT/nml
623327
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COMPANY:  BeliSouth Telecommunications, Inc.

Unrestricted Version
STUDY AREA: South Carolina Submission 1
PERIOD: From JAN 2004 To DEC 2004 Table |
COSA: s8sC Page 1 of 4
TABLE | - COST AND REVENUE - CLASS A ACCOUNT LEVEL REPORTING
(Dollars in thousands)
Subject to
ROW CLASSIFICATION Total Nonreg. Adjustments  Separations State Interstate
(a) (b) © (d (U] (9 (W)

Revenues
1010 Basic Local Services 628,781 NA 0 628,781 528,781 0
1020 Network Access Services 310,046 NA 4,189 305,856 39,485 266,371
1030 Toll Network Services 25421 NA 0 25,421 25,057 364
1040 Miscelaneous 120,899 N/A 513 120,386 95,667 24,719
1045 Nonregulated 60,070 60,070 N/A N/A N/A N/A
1060 Uncollectible 16,602 4,621 0 11,881 11,766 215
1090  Total Operating Revenues 1,028,614 55,449 4,702 968,463 877,224 291,240

Expenses
1120 Plant Specific 159,051 17,480 708 140,863 103,338 37,524
1130 Plant Non-Specific 54,386 7,717 908 45,761 33,458 12,302
1140 Customer Operations Marketing 38,007 15,186 1 22,070 16,929 5,141
1150 Customer Operations Services 93,610 19,612 1,456 72,542 54,088 18,454
1160 General & Administrative 122,638 15,623 242 106,474 78,683 27,791
1170 Access 41,605 4] -176 41,782 28,683 13,009
1180 Depreciation/Amortization 285,355 8,413 0845 275,997 201,270 74,727
1185 FCC Expense Adjustment NA N/A N/A N/A N/A 488
1180  Total Operating Expenses 794,652 84,331 4,834 705,487 516,450 189,526

Other Operating items
1200 Other Operating Income/Losses 19 0 0 18 14 5

Non-Operating items
1320 Inc Effect/Jurisdictional Difference (Rev) 28,280 NA 4] 28,289 28,289 NA
1330 Extraordinary ftems (Rev) 0 - 0 0 0 4] 0
1365 Non-Operating Income & Expenses -87,520 -82,037 -4,996 -487 -361 -126
1370 FCC Non-operating Adjustment (Exp) N/A N/A N/A NA N/A 0
1390  Total Non-operating ftems (Exp) 59,231 82,037 4,996 -27,802 -27,928 126

Other Taxes
1410 State And Local Income 5,202 1,648 15 3,540 1,852 1,588
1420 Other State And Local 52,648 848 16 51,684 38,608 12,087
1490  Total Other Taxes 67,850 2,595 31 55,224 40,649 14,575

Federal income Taxes
1510 Fixed Charges (Exp) 23,469 845 3,776 18,849 13,782 5,067
1520 RS Income Adjustment (Rev) 6,025 NA 5,265 -11,280 -8,260 -3,030
1530 FCC Taxable Income Adjustment (Rev) N/A NA 0 NA N/A -58
1540 ITC Amortization (Rev) 1,684 ) o 1,678 1,228 450
1550 FCC ITC Adjustment (Rev) N/A N/A N/A NA N/A 0
1590 Federal Income Taxes (Exp) 49,608 -8,802 -1,285 70,223 42,880 27,152
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COMPANY:  BsilSouth Telecommunications, Inc.

Unrestricted Version
STUDY AREA: South Carolina Submission 1
PERIOD: From JAN 2004 To DEC 2004 Table |
COSA: SBSC Page 2 of 4
TABLE | - COST AND REVENUE - CLASS A ACCOUNT LEVEL REPORTING
(Doftars in thousands)
Subject to
ROW CLASSIFICATION Total Nonreg. Adjustment: Separati State Interstate
(@) () © (d) ® () 0]

Plant-in-Service
1620 Support Plant 203,448 25,567 -381 268,242 108,229 70,013
1630 Operator Sy Equipment 2,204 1,000 -695 1,809 1,724 178
1640 COE-Switching 841,624 14,690 24,789 602,146 525,351 76,795
1650 COE-Transmission 1,004,704 3,537 -8,885 1,010,052 650,333 359,718
1660 Cable And Wie Facilties 1,877,528 128 27,513 1,849,887 1,355,256 494,630
16870 10T Equipment 25,550 16,416 -1,517 10,651 7,088 2,663
1680 Amortizable Assets 77,285 14,019 3,253 59,123 43,320 15,803
1680  Total Plant-In-Service 3,822,353 76,255 44,098 3,802,000 2,782,202 1,019,798

Other Investments
1705 Other Jurisdictional Assets-Net -23,009 NA 22,278 -45,287 -45287 NA
1710 Property Held For Future Use (4] 0 ] V] 0 V]
1720 Plant Under Construction 3,604 5 -505 4,194 3,069 1,125
1730 Plant Acquisition Adjustment 1] ] 0 0 o [}
1740 Investment in Nonaffiliated Companies 0 0 0 [] 0 [}
1750 Other Deferred Charges 87,702 10,363 87,339 o] o 0
1760 Inventories 4,281 437 711 4,555 3,337 1,218
1770 Cash Working Capital N/A NA N/A N/A NA -6,259
1780 FCC Investment Adjustment NA N/A N/A N/A N/A 47,611
1780 Total Other Investments 82,667 10,804 108,401 -36,538 -38,881 43,695

Reserves
1820 Accumutated Depreciation 2,673,161 29,916 93,524 2,549,721 1,858,591 693,129
1830 Accumutated Amortization 4,687 4,601 82 4 3 1
1840 Deferred Operating Income Taxes 253,841 6,310 -7,014 254,545 195,982 58,563
1850 Customer Deposits 2,655 86 -4 2,601 1,803 697
1865 Other Long-term Liab. & Def. Credits 179,515 2,480 123,538 53,497 39,493 14,004
1882 Deferred Tax Liabiltties 100 NA 100 NA NA N/A
1883 Other Jurisd.Liab. & Deferred Credit 15,120 N/A 8,148 6,973 6,973 NA
1885 FCC Reserve Adjustment N/A NA N/A N/A N/A o]
1890 Total Reserves : 3,129,080 43,403 218,336 2,867,340 2,100,945 766,385

Return Data
1910 Average Net Investment NA NA N/A 898,121 842,376 297,008
1915 Net Return N/A N/A N/A N/A N/A 59,866
1820 Rate Of Retum N/A NA N/A N/A N/A 20.15

Miscelianeous Data
1850 Lifeline Adjustment N/A N/A N/A 0 -10 10
1960 Universal Service Fund - High Loop Cost NA NA N/A 0 0 0
1970 Common Line Support-Long Term N/A N/A NA N/A N/A -553
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COMPANY:  BeliSouth Telecommunications, Inc,

Unrestricted Version
STUDY AREA: South Carolina Submission 1
PERIOD: From JAN 2004 To DEC 2004 Table !
COSA: SBSC Page3of 4
TABLE | - COST AND REVENUE - CLASS A ACCOUNT LEVEL REPORTING
(Doflars in thousands)
Common ——— Traffic Sensitive Special Billing &
ROW CLASSIFICATION Line Switching Transport Total Access Collection IX
(a) (m) ) (] ® (s) (u) )

Revenues
1010 Basic Local Services N/A N/A N/A N/A 0 NA N/A
1020 Network Access Services 100,819 10,849 20,736 31,629 122,272 NA 11,651
1030 Toll Network Services [4] 0 ] 0 0 NA 364
1040 Misceltaneous 11,056 775 1,045 1,821 4,158 7,678 7
1045 Nonregulated N/A N/A N/A N/A N/A N/A N/A
1060 Uncollectible 845 -181 -347 -520 -108 0 8
1080  Total Operating Revenues 111,030 11,805 2,128 33,980 126,539 7,678 12,013

Expenses
1120 Plant Specific 25,954 2,77 2,065 4,916 5,843 684 27
1130 Plant Non-Specific 7.980 560 754 1,315 3,002 0 5
1140 Customer Operations Marketing 3,335 234 315 549 1,254 0 2
1150 Customer Operations Services 3,083 284 383 1,212 3,560 10,285 304
1160 General & Administrative 13,030 1,239 1,132 2,569 4,422 3,482 4,288
1170 Access 0 0 [+] 0 0 NA 13,099
1180 Depreciation/Amortization 45,544 3,741 5,106 8,859 19,949 34 34
1185 FCC Expense Adjustment 253 23 25 50 97 41 438
1180  Total Operating Expenses 99,188 8,857 8,780 19,469 38,228 14,833 17,807

Other Operating ltems
1200 Other Operating Income/Losses 3 0 V] 1 1 0 0

Non-Operating items
1320 Inc Effect/Jurisdictional Difference (Rev) N/A N/A NA N/A NA N/A N/A
1330 Extraordinary items (Rev) L] 0 0 0 0 0 0
1365 Non-Operating Income & Expenses -81 -8 -8 -13 -31 -1 0
1370 FCC Non-operating Adjustment (Exp) 0 [¢] 0 0 0 0 0
1390  Total Non-operating Items (Exp) 81 6 8 13 31 1 0

Other Taxes
1410 State And Local Income 252 -13 214 186 1,632 -142 -339
1420 Other State And Local 8,387 600 817 1,419 3,063 90 27
1490  Total Other Taxes 8,839 587 1,031 1,605 4,695 -52 -311

Federal Income Taxes
1510 Fixed Charges (Exp) 3,264 229 308 537 1,227 37 2
1520 IRS Income Adjustment (Rev) -1,959 -138 -186 -324 -738 -8 -1
1530 FCC Taxable Income Adjustment (Rev) -37 -3 -4 -6 -14 0 0
1540 ITC Amortization (Rev) 200 20 27 48 109 3 0
1550 FCC ITC Adjustment (Rev) 0 ] 0 0 [ 0 [¢]
1580 Federal Income Taxes (Exp) -1,037 675 3,757 4,161 28,453 -2,505 -1,020
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COMPANY:  BeliSouth Telecommunications, Inc.

Unrestricted Version
STUDY AREA: South Carolina Submission 1
PERIOD: From JAN 2004 To DEC 2004 Table |
COSA: SBSC Page 4 of 4
TABLE | - COST AND REVENUE - CLASS A ACCOUNT LEVEL REPORTING
{Dottars in thousands)
Common  ce——eeeeee Traffic Senstive -——-——-—wwe- Special Billing &
ROW CLASSIFICATION Line Switching Transport Total Access Collection IX
(a) (m) ) ) ® (s) (u U]

Plant-in-Service
1620 Support Pla 40,787 2,862 3,854 6,722 15,335 7,145 24
1630 Op Systems Equip NA 54 0 150 NA N/A 25
1640 COE-Switching 23,083 37,538 15,257 52,795 o N/A 17
1650 COE-Transmission 150,721 4211 34,741 38,952 169,760 N/A 287
1660 Cable And Wire Facilities 428,575 710 7,257 7,966 58,050 N/A 31
1670 (OT Equipment 2,663 N/A N/A N/A 0 N/A NA
1680 Amortizable Assets 10,060 706 851 1,658 3,782 296 6
1680  Total Plant-In-Service 656,789 46,080 62,059 108,243 248,935 7,441 390

Other Investments
1705 Other Jurisdictional Assets-Net N/A N/A N/A N/A NA NA N/A
1710 Property Held For Future Use 0 [¢] 0 ] 0 0 0
1720 Ptant Under Construction 724 51 68 119 272 8 0
1730 Plant Acquisition Adjustment ] 0 0 0 [} [} 0
1740 Investment in Nonaffiliated Companies [¢] 0 0 0 0 0 0
1750 Other Deferred Charges 4] 0 0 0 0 0 0
1760 Inventories 784 55 74 129 295 9 o]
1770 Cash Working Capital -4,032 -283 -381 -664 -1,616 -44 -2
1780 FCC Investment Adjustment 30,669 2,152 2,898 5,054 11,531 3g 18
1790  Total Other Investments 28,146 1,975 2,659 4,638 10,582 an 17

Reserves
1820 Accumulated Depreciation 453,742 27,250 40,500 67,803 168,314 3,012 258
1830 Accumutated Amortization 1 (] 0 0 0 0 0
1840 Deferred Operating Income Taxes 20,255 7,574 5,863 13,455 14,974 849 31
1850 Customer Deposits 449 32 42 74 169 5 0
1865 Other Long-term Liab. & Def. Credits 9,021 633 852 1,487 3,392 100 3
1882 Deferred Tax Liabilities N/A N/A N/A N/A N/A N/A N/A
1883 Other Jurisd.Liab. & Deferred Credit ’ N/A N/A N/A N/A N/A N/A N/A
1885 FCC Reserve Adjustment [¢] [¢] 0 0 0 [¢] 0
1890  TotalReserves 492,467 35,488 47,257 82,819 186,849 3,965 295

Return Data
1910 Average Net Investment 192,467 12,566 17,461 30,062 70,669 3,787 112
1915 Net Return 4,162 1,681 7.553 8,732 §5133 NA N/A
1920 Rate Of Retum 0.00 0.00 0.00 0.00 000 NA N/A

Miscellaneous Data
1950 Lifefine Adjustment N/A N/A NA N/A N/A N/A N/A
1960 Universal Service Fund - High Loop Cost NiA N/A N/A N/A N/A N/A N/A
1870 Common Line Support-Long Term -553 NA N/A NA N/A N/A N/A
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COMPANY: ' BeliSouth Telecommunications, Inc. Unrestricted Version
STUDY AREA: South Carolina Submission 1
PERIOD: From JAN 2004 To DEC 2004
COSA: sBSC Table Il
Page 1 of 1
TABLE i - DEMAND ANALYSIS
(Minutes in thousands, Lines in whole numbers)
END OF YEAR VIEW
Row Classification Annual
@ (bb)
SWITCHED TRAFFIC SENS. DEMAND-MOU
2050 Premium 3,868,245
2060 Non-Premium 0
COMMON LINE DEMAND - BILLABLE ACCESS LINES
2080 Single Line Business Access Lines 25,523
2100 Residence Lifeline Access Lines 18,664
2110 Residence Non-Lifeline Access Lines 852,351
2120 Multi-line Business Access Lines 293,628
2140 Access Lines Subject to A Special Access Surcharge 16

2150 Total Biltable Access Lines

1,188,182
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COMPANY:  BekSouth Telecommunications, Inc. Unrestricted Version
STUDY AREA: South Carolina Submission 1
PERIOD: From JAN 2004 To DEC 2004
COSA: SBSC Table llf
Page 1 of 1
Tabie 1l - Pole and Conduit Rental Calculation information
Row Row Title Amount
(a) (®)
Financial Information ($000)
100 Telecommunications Plant-in-Service 3,922,353
101  Gross Investment - Poles 33,054
102 Gross Investment — Conduit 145,131
200 Accumulated Depreciation — Total Plant-in-Service 2,673,161
201 Accumulated Depreciation — Poles 26,427
202 Accumulated Depreciation — Conduit 50,131
301 Depreciation Rate — Poles 6.80
302 Depreciation Rate — Conduit 1.80
401 Net Current Deferred Operating Income Taxes — Poles 0
402 Net Current Deferred Operating Income Taxes — Conduit o]
403 Net Current Deferred Operating Income Taxes — Total 1
404 Net Non t Deferred Operating | Taxes — Poles =27
405 Net Non-current Deferred Operating Income Taxes — Condutt 34,111
408 Net Non-current Deferred Operating income Taxes — Total 253,839
§01.1 Pole Maintenance Expense 63
501.2 Pole Rental Expense 3,088
501 Pole Expense 4,051
502.1 Conduit Maintenance Expense 692
502.2 Conduit Rental Expense 30
502 Conduit Expense 723
503 General & Administrative Expense 122,638
504 Operating Taxes 107,458
Operational Data (Actual)
601 Equivalent Number of Poles 138,908
602 Conduit System Trench Kilometers 2,367
603 Conduit System Duct Kilometers 15,354

700 Additional Rental Caloulation Information
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COMPANY:  BellSouth Telecommunications, Inc.
STUDY AREA: South Carolina
PERIOD: From JAN 2004 To DEC 2004
COSA SBSC
FOOTNOTE TABLE

Table Row Col FN#  Footnote

Approved by OMB
3060-0512
Edition Date 12/2004

UNRESTRICTED VERSION
SUBMISSION 1
FOOTNOTE TABLE

PAGE 10F 1

| 1060.0 h 1 The interstate portion of Account 5300 (uncoliectibles)
decreased significantly due to an improving
economy and a settlement recovery of prior year

write-offs.
| 1060.0 n 2 See footnote number 1.
i 1060.0 p 3 See footnote number 1.
! 1060.0 r 4 See footnote number 1.
| 10600 s 5 See footnote number 1.
I 1060.0 u 6 See footnote number 1.
| 10600 v 7 See footnote number 1.
| 1705.0 ALL 8 Accourt 1500 (Other Jurisdictional Assets - Net)

increased significantly due to the changing
refationships between the PSC and FCC
depreciation rates.

t 1883.0 ALL 9 Account 4370 (Other Jurisdictional Liabilities and
Deferred Credits - Net) increased significartly
due to the changing relationships between the
PSC and FCC depreciation rates.

| 1915.0 ALL 10 Net Retums for the Part 36/68 jurisdictions/rate
elements do not accurately portray actual results
because revenues are stated on an actual basis
while expenses and investments are allocated to
jurisdictions/rate elements based on Year 2000
frozen basic study factors and account relationships
in accordance with FCC Order 01-162.
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ARMIS JOINT COST REPORT
COMPANY:  BeliSouth Telecommunications, Inc. Unrestricted Version
STUDY AREA: South Carolina Submission 1
PERIOD: From JAN 2004 To DEC 2004 Table |
COSA: $BSC Page 1 of 10
TABLE | - REGULATED/NONREGULATED DATA
(Dokars in Thousands)
ROW/ Direct indirect Generally Allocated
Acct.
Number Account Title Total Regulated Nonreg. Reguiated Nonreg. Regulated Nonreg.
(a) ®) © (d) (e) U] (@) h)
REVENUES
hLocal Network Services
5001  Basic area revenue 333928 333,028 N/A N/iA N/A N/A N/A
5040  Private line revenue 31,874 31,874 N/A NIA N/A N/A N/A
5060 Other basic area revenue 162979 162579 N/A N/A N/A N/A : N/A
520 Local network services revenues 528781 528,781 N/A N/A N/A N/A NIA
Netw €55 Sexyi
5081  End user revenue 129266 129,266 N/A N/A N/A N/A N/A
5082 Swilched access revenue 57,428 57.428 N/A N/A N/A N/A N/A
5083 Spedial access revenue 123352 123,352 N/A N/A N/A N/A N/A
522 Network access services revenues 310,048 310,046 N/A N/A N/A N/A N/A
5100 Long distance message revenue 25,421 25421 N/A NA N/A N/A N/A
Miscellansous
5230 - Directory revenue 5430 5439 N/A N/A N/A N/A N/A
526 Miscellaneous Revenue 115,460 115460 WA N/A N/A N/A N/A
527 Total Miscellansous Revenues 120,899 120,899 N/A N/A N/A N/A N/A
5280 Nonregulated operating revenue 60,070 N/A 60,070 N/A N/A N/A N/A
5300 Uncollecible revenue 16,802 11,981 4,621 0 [ 0
530 Total Operating Revenues 1,028,615 973,166 55,449 0 0 0
EXPENSES
Blant Specific
6112 Motor vehicie expense 202 0 [} 173 29 0 0
6113 Aircraft expense 107 1] o 89 18 0 0
6114  Tools and other work equipment expense 188 [} [} 180 18 0 0
68110 Network support expenses 507 0 o 442 65 0 0
6121 Land and building expense 16,748 7188 433 8515 614 ] 0
6122  Fumiture and artworks expense 153 0 0 127 26 0 0
6123  Office squipment expense 520 0 0 493 27 0 0
8124 General purpose computers expense 10,964 0 0 9,164 1,800 [} 0
8120 General support expenses 28,385 7.188 433 18,200 2467 0 0
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ARMIS JOINT COST REPORT

COMPANY:  BeliSouth Telecommunications, Inc. Unrestricted Version
STUDY AREA: South Cardlina Submission 1
PERIOD: From JAN 2004 To DEC 2004 Table |
COSA: s8sc Page 20f 10
TABLE ! - REGULATED/NONREGWLATED DATA
{Dokars in Thousands)
ROW/
Acct. Total Total Subject to
Number Account Title Regutat Nonreguiated Adj eparati
(a) @ [0} &) (m)
REVENUES
Local Network Services.
5001 Basic area revenue 333928 N/A [ N/A
5040  Private line revenue 31,874 N/A [ N/A
5080 Other basic area revenue 162,979 N/A [ N/A
520 Local network services revenues 528,781 N/A [ 528,781
Nebwork Access Services.
5081  End user revenue 129,266 N/A 4365 124,801
5082  Switched access revenue 57.428 N/A -176 57,604
5083 Special access revenue 123,352 N/A 0 1237382
522 Network access services revenues 310,046 N/A 4,189 305,857
5100 Long distance message revenue 25421 N/A 0 25421
Miscellaneous
5230 Directory revenus 5430 N/A ] N/A
526  Miscellaneous Revenue 115,460 N/A [} N/A
527 Total Miscellaneous Revenues 120,899 N/A 513 120,386
5280 Nonregulated operating revenue N/A 80,070 N/A N/A
5300 Uncollectible revenue 11,881 4,621 0 11,981
530 Total Operating Revenues 973,166 55,449 4,702 968,464
EXPENSES
Plant Specifc
8112 Motor vehicle expense 173 29 0 N/A
6113 Aircraft expense 89 18 o N/A
6114 Tools and other work equipment expense 180 18 0 N/A
6110 Network support expenses 442 65 ] 442
6121 Land and building expense 15,701 1,047 [} N/A
6122  Furniture and artworks expense 127 26 ] N/A
6123 Office equipment expense 483 27 0 N/A
6124  General purposs compuiers expense 9,164 1,800 0 N/A
8120 General support expenses 25,485 2,600 17 25,488



FCC REPORT 43-03

ARMIS JOINT COST REPORT
COMPANY:  BeliSouth Telecommunications, Inc. Unrestricted Version
STUDY AREA: South Garolina Submission 1
PERIOD: From JAN 2004 To DEC 2004 Table |
COSA: $8SC Page 3of 10
TABLE | - REGULATED/NONREGULATED DATA
{Doflars in Thousands)
ROW/ Direct indirect Generally Allocated
Acct.
Number Account Title Tolal Regulated Nonreg. Regulated Nonreg.
{a} (b} © {d} {®) ()

EXPENSES
6211 Non-digital switching expense L) 0 ) L) 0 [} 0
6212 Digital electronic switching expense 18,408 7 13 18,023 425 ] o
6210 Central office switching expenses 18,488 37 13 18,023 425 ] 0
6220 Operator systems expenses 596 81 0 405 100 0 0
6231  Radio systems expense a8 36 [} 0 0 0 o
6232  Circuit equipment expense 16,744 382 [} 16,324 39 ] 0
6230 Central office transmission expenses 16,780 418 0 16,324 39 0 0
6311 Station apparatss expense 0 0 0 ] 0 0 0
8341  Large private branch exchanges expense 2411 2411 0 0 0 [} 0
6351 Public telephone terminal equip: texp ] o o o 0 o 0
6362  Other terminal equipment expense 16,642 2449 13,677 - 257 259 0 0
6310 Infe i bing/ i p 19,053 4,860 13,677 257 259 0 0
6411  Poles expense 4,051 [} [} 4,051 [} 0 0
6421 Aerial cable expense 12,566 12,566 0 0 0 [} [}
6422 Underground cable expense 3,114 3114 0 [} 0 0 0
6423 Buried cable expense 54,770 54,770 [} [} 0 0 0
6424 Submarine & deep sea cable expense 2 2 [] [} 0 0 ]
6426 g network cable 5 5 0 0 0 0 0
6431  Aerial wire expense L) o [} 0 0 0 0
6441 Conduit sysiems expense Ky~ o Q 3 0 [} [}
6410 Cable and wire facilities expenses 75,231 70,457 0 4,774 [} [} 0

Plant Non-Specific
6511 PHFTU expense 1] 0 [} ] 0 0 0
6512  Provisioning expense 304 ] [} 280 24 [} 0
6510 Other property, plant and equipment expenses 304 o 0 280 24 0 0
6531  Power expense 4716 [} 0 4,681 55 0 0
6532  Network administration expense 2494 305 2 2,181 6 [} 0
6533 Testing expense 17,480 8,961 25 6,088 2408 0 0
8534 Plant operati 19,311 591 111 16,419 2,180 0 0
6535  Engineering expense 10,080 40 2,837 7,143 61 0 0
6530 Network operations expenses 54,081 8,807 2975 36,492 4718 [ 0
8540 Access expense 41,605 41,605 0 0 0 0 ]

Depreciation/Amorization
65681  Depreciation-TPIS expense 254,737 0 ] 250,983 3,754 0 0
6562 Depredation-PHFTU expense ] [+] 1) 0 0 o 0
8563  Amoriization-tangible expense 2212 0 1,220 935 57 o 0



FCC REPORT 43-03

ARMIS JOINT COST REPORT
COMPANY: BaliSouth Telecommunications, Inc. Unrestricted Version
STUDY AREA: South Carolina Submission 1
PERIOD: From JAN 2004 To DEC 2004 Table |
COSA: $8sSC Page 4 of 10
TABLE | - REGULATED/NONREGULATED DATA
{Doflars in Thousands)
ROW/
Acct. Totat Total Subject to
Number Account Title Regulated gulated Adjustments parati
@ U] @ k) (m)
EXPENSES
6211 Non-digital swikhing expense 0 o [} N/A
6212 Digitat electronic switching expense 18,060 438 ] N/A
6210 Central office switching expenses 18,060 438 84 17,976
6220 Operator systems expenses 496 100 0 496
6231 Radio systems expenss 36 [} o N/A
6232  Circuit equipment expense 16,706 39 0 N/A
6230 Central office ransmission expenses 16,742 39 214 16,528
6311  Station apparatus expense 0 [} L] N/A
6341  Large private branch exchanges expense 241 0 o N/A
6351  Public tel terminal equi op 0 [ N/A
6362 Other tarminal squipment axpense 2,708 13,936 V] N/A
6310 Infc lion originating/terminat P 5117 13,836 22 5.005
8411 Poles expense 4,051 /] ) NIA
6421  Aerial cable expense 12,566 [} 1] N/A
8422  Underground cable expense 3114 0 0 N/A
6423  Buried cable expense 54,770 0 0 N/A
6424 Submarine & deep sea cable expense 2 0 0 N/A
6426  Intrabuilding network cable expense 5 0 0 N/A
6431 Aerial wire expense ] 0 ] N/A
6441 Conduit systems expense 3 /] ) N/A
8410 Cable and wire faciliies expensas 75,231 [} 373 74,858
Piant Non-Specific
6511 PHFTU expense o [} o NA
6512 Provisioning expense E 280 24 0 N/A
6510 Other property, plant and equipment expenses 280 24 [} 280
6531 Power expense 4,661 55 0o N/A
6532  Network administraton expense 2,488 8 ] NA
6533 Testing expense 15,049 2431 [} N/A
6534  Plant operati p 17,010 2301 ] N/A
6535  Engineering expense 7,183 2,898 0 N/A
6530 Neibwork operations expenses 46,389 7.693 909 45,480
6540 Access expense 41,605 ) -7 41,782
6561 Depreciation-TPIS expense 250,983 374 [} N/A
6562 Depreciation-PHFTU expense 0 0 [} N/A
6563  Amorfization-tangible sxpense 935 1217 ] N/A



FCC REPORT 43-03

ARMIS JOINT COST REPORT
COMPANY:  BeliSouth Telecommunications, Inc. Unresticted Version
STUDY AREA: South Carolina Submission 1
PERIOD: From JAN 2004 To DEC 2004 Table |
COSA: SBSC Page 5 of 10
TABLE | - REGULATED/NONREGULATED DATA
(Dollars in Thousands)
ROW/ Direct Indirect Generally Allocated
Acct.
Number Account Tite Total Regulated Norveg. Regulated Nonreg. Regulated Nonreg.
(a) ®) {c) {d} (e) (U] @ h}
EXPENSES
6564 Amortization-intangible expense 28,314 o [ 24,901 33z 0 0
6565 Amorization-oher expense 92 0 0 33 59 [} o
€560 Depreciati fization exp 285355 0 1220 276,942 7193 0 o
Customer Qperations-Marketing
6611 Product management and sales expense 27,821 17,768 6,342 1,755 806 752 207
6613  Product advertising expense 10,186 2459 7302 ~146 252 232 87
8610 Marketing expenses 28,007 20,228 13,644 1,609 1158 984 384
Customer Operafions-Services
6621  Call completion expense 1,981 0 0 1,981 0 0 0
8622 Number services expense 4375 4] 54 4,002 20 9 4]
6623  Customer services sxpense 87,254 19,025 10,571 48,983 8,664 8 3
6620 Services expenses 93,610 19,025 10,825 54,866 8,684 8 3
Corporate ions
6720 General & administrative 12,638 8950 362 51,169 0,118 48,507 8442
6790 Provision for uncollectible notes receivables ] 0 0 0 0 0
720 Total operating expenses 794,650 180,754 43,49 479,982 34,250 48,589 6829
7100 Other operating income and expense 19 19 0 [} 0 0o [}
Opecafing Taxes
7210  Operating investment tax credit-net 1684 1678 8 0 0 ¢ 0
7220 Operating federal income taxes 42811 53,853 -11,042 [] 0 0 0
7230 Operating staie & focal income taxes 5,790 4578 1214 [] 0 0 0
7240  Operaling other taxes 52,648 4540 0 47,160 948 0 4
7250 Provision for deferred operating income taxes - net 7,893 859 2,747 4454 -167 ] ]
7200 Operating taxes 107 458 82,150 -7.087 51,614 781 0 0
7300 N fing income and -87,520 -3433 -81,802 166 2 -2216 237
7500 interest & retated items 23469 945 112 21679 732 0 [
7600 Extraordinary items [} 0 0 [] ] 0 0
7910 income effect of jurisdictionai rate-making differences-net 28,289 28,289 N/A N/A N/A N/A N/A
7990 Nonreguiated net income [} N/A o N/A [ N/A 0
750 Total Expenses 984,789 218975 118,076 553,109 35,761 51,805 7.086



FCC REPORT 43-03

ARMIS JOINT COST REPORT
COMPANY:  BailSouth Telecommunications, inc. Unrestricted Version
STUDY AREA: South Cardlina Submission 1
PERIOD: From JAN 2004 To DEC 2004 Table |
COsA: SBSC Page 6 of 10
TABLE | - REGULATED/NONREGULATED DATA
(Doltars in Thousands)
ROW/
Acct. Total Tolal Subject to
Number Account Title Regulated N lated Adjustment Separations
(@) (U] (Y] (m)
EXPENSES
6564 Amorkzation-intangible expense 24,891 333 [} NiA
6565 Amortization-oher expense &9 0 N/A
6560 Depreciation/, tzation 276,942 8413 945 275997
Cuystomer Operafons-Marketing
6611  Product 9 and sales exp 20,276 7545 0 NA
6613 Product advertising expense 2,545 7641 [} N/A
6610 Marketing expenses 22,81 15,186 kel 22070
-Senvi
6621  Call completion expense 1,981 0 0 N/A
6622 Number services expense 4,002 374 [¢] N/A
8623 Customer services expense 68,016 19,238 Q N/A
6620 Services expenses 73,999 19,612 1,456 72,543
Corporate Oparations
6720 General & administraive 106,718 15,922 241 106475
6790 Provision for uncoliectible notes receivables 0 0 0 0
720 Total operating expenses 710325 84,328 4,835 705,490
7100 Other operating income and expense 19 0 0 19
Operating Taxes
7210 Operating investment tax credit-net 1678 6 ] N/A
7220 Operating federal income taxes 53,853 -11,042 ) N/A
7230  Operating state & local income taxes 4576 1214 o N/A
7240  Operating other taxes 51,700 648 [} N/A
7250  Provigion for deferred operating income taxes - net 5313 2580 0 N/A
7200 Operating taxes 113,764 -6,306 -11,683 125,447
7300 N income and exp: 5483 82,087 4,996 487
7500 Interest & related items 22625 84 3,776 18,849
7600 Extraordinary items ] [ 0 0
7810 Income effect of jurisdictionat rate-making differences-net 28,289 N/A 0 28,289
7960 Nonregulated net income NA 0 N/A N/A
750 Totat Expenses 823,889 160,903 NA N/A



FCC REPORT 43-03

ARMIS JOINT COST REPORT
COMPANY:  BellSouth Telecommunications, Inc. Unresticted Version
STUDY AREA: South Cardlina Submission 1
PERIOD: From JAN 2004 To DEC 2004 Table |
COSA: $8SC Page 7 of 10
TABLE | - REGULATED/NONREGULATED DATA
{Dokars in Thousands)
Row/ Direct indirect Generally Allocated
Acct.
Number Account Title Total Regulated Nonreg. Regulated Nonreg. Regulated Nonreg.
(a) (&) © (L] (L] (U] &) )

PLANTA4N-SERVICE

Land & Supoort Plant
2111 Land 11,218 o o 10,488 ™ 0 0
2112 Motor vehicles 38,089 [\] ] 33614 4475 [} [}
2113 Alrcraft 0 [} 0 [ 0 0 0
2114 Tools and other work equipment 28,853 L] 0 26,205 2648 0 ]
2121 Buildings 169.811 12,807 0 148,285 10,708 ] 0
2122 Fumiture 15 0o o 13 3 o ]
2123 Office equipment 5,063 4345 o 603 114 o 0
2124 Gen purpose computers 40,398 0 0 33,500 6,808 0 0
2110 Land & support assets 203448 17,152 ] 250,728 25,568 ] [}

- Qentral Office Swilching

2211 Non-digital switching [ [ [ 0 0 0 0
2212 Digitaf siectronic switching . 64164 557,087 12,884 89,848 1,706 [ 0
2210 Central office switching 641624 557,087 12,884 89,848 1,708 0 [}
2220 Operator systems 2,204 1204 1,000 0o 0 0 0

Central Office Transmissions.
2231 Radio systems 2,990 2,990 o ] 0 0
2232 Circuit squipment 1,001,714 998,178 3537 0 0 0
2230 Central office transmission 1,004,704 1,001,168 3,537 0 [} 0

information Origination/Termination
2311 Station apparatus 1] [+] 1] 0 0 0 ]
2321 Customer premises wiring 0 ] [} 0 D] 0 [}
2341 Large private branch exchanges 1,451 1451 0 [ 0 [\ [\
2351  Pubfic telephone terminal equipment [} [} o 0 [ [} 0
2362 Other terminal equipment 24,100 7.684 16416 4] 0 ] 4
2310 ! i riginati i 25,551 9,135 16416 0 0 0 ]

ble i

2411 Poles 33,054 [ o 33,053 1 [} ]
2421  Aerial cable 199,857 199,852 5 ] o o 4
2422 Underground cable 204,806 204,582 24 [} 0 0 ]
2423 Buried cable 1,282,449 1,282,368 80 0 [ 0 0
2424 Submarine & deep sea cadble 633 633 [} [} [} Q [}
2426  Intrabuilding network 11,797 14,797 0 0 0 0 0
2431 Aerial wire [} 0 0 0 o 0 0
2441 Conduit systems 145,131 [} 0 145,114 17 [} o
2410 Cable & wire facilities 1,877,527 1,699,232 109 178,167 18 0 ]



FCC REPORT 43-03

ARMIS JOINT COST REPORT
COMPANY:  BeliSouth Telecommunications, Inc. Unrestricted Version
STUDY AREA: South Carolina Submission 1
PERIOD: From JAN 2004 To DEC 2004 Table !
COSA: SBSC Page 8 of 10
TABLE | - REGULATEDNONREGULATED DATA
{Dollars in Thousands}
ROW/
Acct. Tolal Totai Subject to
Number Account Title gul lonregulated A parat
(@) @ @ &) {m)
PLANT4IN-SERVICE
Land & Support Plant
2111 Land 10,498 721 ] N/A
2112 Motor vehicles 33614 4475 0 N/A
2113 Aircraft 0 [] 0 N/A
2114 Tools and other work equipment 28,205 2648 ] N/A
2121 Buildings 159,102 10,709 0 N/A
2122 Fumniture 13 3 0 N/A
2123 Office equipment 4948 114 L] N/A
2124  Gen purpose computers 33,500 6,898 0 N/A
2110 Land & support assets 267,880 25,568 =361 268,241
tral itching
2211 Non-digital swikching 0 [} 0 [}
2212 Digital slectronic switching 626,935 14,680 24,788 602,147
2210 Central office switching 628,935 14,600 24,788 602,147
2220 Operator systems 1,204 1,000 695 1,898
Central Office Transmissions
2231 Radio systems 2,990 0 =27 3,017
2232 Circuit equipment 998,178 3537 8,858 1,007,036
2230 Central office transmission 1,001,168 3537 -8,885 1,010,053
Information tion/T:
2311 Station apparatus [} [ 0 N/A
2321  Customer premises wiring [} [} [} N/A
2341  Large private branch exchanges 1451 [} [} N/A
2351  Public telephone terminal equipment 0 [} 0 N/A
2362 Other terminat equipment . 7684 16,416 [} N/A
2310 iginati inati 8,135 16,416 1516 10,651
Gable & Wire Fadiifles
2411 Poles 33,053 1 0 N/A
2421 Aerial cable 169,852 5 0 N/A
2422 Underground cable 204,582 24 0 N/A
2423  Buried cable 1,282,368 80 0 N/A
2424 Submarine & deep sea cable 633 0 0 N/A
2426 intrabullding network 11,797 ] 0 N/A
2431 Aexial wice 0 0 [ N/A
2441  Conduit systems 145,114 17 0 N/A
2410 Cable & wire facilities 1877,399 127 27,512 1,849,887



FCC REPORT 43-03
ARMIS JOINT COST REPORT

COMPANY:  BeliSouth Telecommunications, Inc. Unrestricted Version
STUDY AREA: South Cardlina Submission 1
PERIOD: From JAN 2004 To DEC 2004 Table [
COSA: SBSC Page 8 of 10
TABLE | - REGULATED/NONREGULATED DATA
(Doflars in Thousands)
ROW/ Direct Indirect Generally Allocated
Acct.
Number Account Titie Total Reguiated Nonreg. Regulated Nonreg. Regulated Nonreg.
(a} ®) () @) (e) U} ()] h)

PLANTJIN-SERVICE

Amorlization Assefs
2681 Capital leases 4,948 0 4948 [} 0 [} [
2682 Leasshold improvement 7975 o o 7463 512 0 1]
2680 Amorizable tangible assets 12,923 o 4,948 74683 512 Q 1]
2680 intangbles 64,371 [ [} 54,913 9458 0 0
2001 TPIS 3,022,352 3,284,978 38,004 561,119 37.262 0 0

OTHER INVESTMENTS
2002 PHFTU [ o o o o 0 0
2003 TPUC 3,804 3,680 5 [} 0 0 [
2005  Piant acquisition adustments ) o [ [} [ o [}
1220  Inventories 4281 0 0 3,843 437 o [
1410  Other noncurrent assets 438014 239425 ] 173,241 25,348 0 o
1438 Deferred mai o & other 97,702 0 0 3,829 505 83510 9,857
1500 Other jurisdictional assets-net -23,009 ~23,009 0 o 0 0
230 IS cash working capital N/A N/A N/A N/A N/A N/A NA
370 Total Invesiment 4,443,034 3,505,083 38,969 742,032 63,552 83510 9,857

RESERVES

Accumulated Depreciaion and Amortization
3100 Accumlabed depreciation 2,873,161 ] o 2,643,245 29,916 o 0
3200 Accumlated depreciaon-PHFTU [} o 1] [} ] [ 0
3410 Accumlated amortizaion-capitalized leases 4887 [} 4,601 86 0 [} 0

Deferved Operaling Income Taxes
4100 Net curent deferred operaling incoms taxes 1 1 0 1) [} [} 0
4340 Netnoncurrent deferred operating income taxes 253839 10,143 1,580 237,386 4720 [} ]

QOther Deductions
4040 Customers deposits 2,655 0 0 2,560 96 o 0
4300  Other long-term Habilifes & deferred credits 179515 171545 1827 [} 0 5,490 653
4370  Other jurisdictional liabiliies & deferred credits-nat 15,120 15,120 0 0 0 0 o
495 Total Reserves 3,128,978 196,809 8018 2,883,277 34,732 5,490 853
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ARMIS JOINT COST REPORT
COMPANY:  BeliSouth Telecommunications, inc. Unresicted Version
STUDY AREA: South Cardlina Submission 1
PERIOD: From JAN 2004 To DEC 2004 Table |
COSA: $BSC Page 100f 10
TABLE | - REGULATED/NONREGULATED DATA
(Dolars in Thousands)
ROW/
Acct. Total Totat Subject to
Number Account Title o d A Separati
(a) U] (0] [ (m)

PLANT-IN-SERVICE

Amortzation Assets
2681 Capital leases 0 4,948 ] NA
2682 Leasehold improvement 7463 512 0 NIA
2680 Amorfizable tangible assets 7463 5460 -140 7,603
2690 Intangibles 54,913 9,458 3393 51,520
2001 TPIS 3,846,097 76,256 44,056 3,802,001

OTHER INVESTMENTS
2002 PHFTU 0 0 Q 0
2003 TPUC 3,689 5 505 4,194
2005 Plant acquisition adjustments o [ 0 ]
1220  Inventories 3843 437 112 4555
1410  Other noncurrent assets 412,668 2548 10,523 402,143
1438 Deferred malntenance, retirements & other deferred charges 87,338 10,362 ~3,896 81,235
1500  Other jurisdicional assets-net -23,009 [} 22,278 45,287
230 1S cash working capital N/A N/A N/A -6,259
370 Total invesiment 4,330,825 112,408 71,784 4,252,582

RESERVES

A ated D iagon and Amortizafi
3100  Accumlaled depreciaton 2,643,245 29,918 93,524 2,549,721
3200 Accumiated depreciafonPHFTU (] [ 0 o
3410 A iza§ pitalized leases 86 4,601 82 4

eferred ting income T

4100 Net current deferred operating income taxes 1 ] ] 1
4340 Net noncumrent deferred operating income taxes 247529 6,310 7,014 254543

Other Deductions
4040  Customers deposits 2560 26 -41 2,801
4300  Other long-term labiifes & deferred credits 177,036 2,480 123,538 53,497
4370  Other jurisdictional (iabil credits-net 16,120 o 8,147 6973
495 Total Reserves 3,085,576 43,403 218,236 2,867,240
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RMIS OPERATING DATA REPORT
COMPANY:  BellSouth Telecommunications, Inc. UNRESTRICTED VERSION
STUDY AREA: All SUBMISSION 1
PERIOD: From Jan 2004 To Dec 2004 TABLE LA
COSA: BSTR Page 1 of 3
TABLE LA - OUTSIDE PLANT STATISTICS-CABLE AND WIRE FACILITIES
meammerenses e Aerial Cable -——-mmmmmmeeee e Underground Cable -----==ves -eemceveenmenns Buried Cable «---eveeeee e
STATE Km of Sheath Sheath Sheath Sheath Sheath Sheath
OR Aerial Km of Km of Km of Km of Km of Km of
ROW TERR. Code Wire Metallic Fiber Metallic Fiber Metallic Fiber
NO. (a) (b) (© (d) (e U] (9 ) @

0110 Alabama AL 0 40,865 4,279 4,955 2,873 56,247 5,674
0200 Florida FL 0 36,512 5,959 17,160 14,130 97,538 17,281
0210 Georgia GA 0 56,903 10,868 10,724 9,031 102,921 14,350
0280 Kentucky KY 0 31,085 5,708 3,442 1,854 32,426 1,991
0290 Lodisiana LA 0 23,879 5,927 6,957 3,381 70,664 4,482
0350 Mississippi MS 0 34,421 3,750 2,090 1,118 66,120 8,281
0440 North Carolina NC 0 27,041 3,540 6,117 4,091 63,517 8,872
0510 South Carolina sC 0 11,064 647 4,200 3,481 61,721 7,755
0530 Tennessee TN 0 55,164 9,604 6,294 3,544 62,858 3,772
0910 Total TO ] 316,934 50,282 61,939 43,503 614,012 72,458

(See State Row Numbers and Codes Reference Table for the row numbers and the state codes
applicable to your filing and for the correct order in which the rows shall appear.)



ECC Report 43-08
JRMIS OPERATING DATA REPORT

(See State Row Numbers and Codes Reference Table for the row numbers and the state codes

applicable to your filing and for the correct order in which the rows shall appear.)

COMPANY:  BellSouth Telecommunications, Inc. UNRESTRICTED VERSION
STUDY AREA: All SUBMISSION 1
PERIOD: From Jan 2004 To Dec 2004 TABLE I.A
COSA: BSTR Page 2 of 3

TABLE LA - OUTSIDE PLANT STATISTICS-CABLE AND WIRE FACILITIES

--—---- Intrabldg Network Cable --~--ss- -—-eeee--—--- Total Cable Km of Fiber in Cable --~—------

STATE . Total Fiber Km
OR Sheath Km Sheath Km Sheath Km Sheath Km Fiber Km Deployed (L.t
ROW TERR. Code of Metallic of Fiber of Metallic of Fiber Equipped (Lit) & Dark)
NO. (a) (b) (n) ©) (r) (@ ) (s)

0110 Alabama AL 525 0 102,592 12,826 149,715 599,836
0200 Florida FL 1,239 56 152,449 37,426 672,784 2,200,531
0210 Georgia GA 945 74 171,493 34,323 764,405 1,870,718
0280 Kentucky KY 325 2 67,278 9,655 91,249 414,535
0290 Louisiana LA 1,304 18 102,804 13,808 107,992 570,774
0350 Mississippi MS 504 2 103,135 13,151 107,603 495,655
0440 North Carolina NC 772 2 97,447 16,505 326,306 837,018
0510 South Carolina SC 916 14 77,901 11,897 149,824 455,316
0530 Tennessee TN 737 5 125,053 16,925 315,090 864,069
091 0 Total TO 7,267 173 1,000,152 166,416 2,684,968 8,308,452



~CC Report 43-08
.\RMIS OPERATING DATA REPORT _

COMPANY:  BellSouth Telecommunications, Inc. UNRESTRICTED VERSION
STUDY AREA: All SUBMISSION 1
PERIOD: From Jan 2004 To Dec 2004 TABLE LA
COSA: BSTR Page 30f 3
TABLE |.A - OUTSIDE PLANT STATISTICS-CABLE AND WIRE FACILITIES
STATE Equipped Km of wmmememmmenee CONAUt SyStem --—-eemecen-
OR Km of Metallic Tubein Coax  Equivalent Number
ROW TERR. Code  Wire in Cable Cable of Poles Trench Km Duct Km
NO. (a) (b) ® (v) v) (w) (x)
0110 Alabama AL 38,752,968 129 413,536 2,284 15,448
0200 Florida FL 92,055,396 830 456,307 9,152 59,670
0210 Georgia GA 69,783,093 1,415 370,511 5,724 39,302
0280 Kentucky . KY 23,864,059 10 317,276 1,559 10,803
0290 Louisiana LA 45,842,774 151 295,148 3,346 22,366
-. 0350 Mississippi MS 27,724,369 2 269,976 790 6,307
0 North Carolina NC 43,981,987 526 241,692 2,594 18,875
510 South Carolina ~ SC 29,630,422 122 138,908 2,367 15,354
‘0530 Tennessee TN 49,162,420 277 427,764 3,537 20,639
0910 Total TO 420,797,488 3,462 2,931,118 31,353 208,764

(See State Row Numbers and Codes Reference Table for the row numbers and the state codes
applicable to your filing and for the correct order in which the rows shall appear.)

g
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COMPANY:  BeliSouth Telecommunications, Inc. UNRESTRICTED VERSION
STUDY AREA: All SUBMISSION 1

PERIOD: From Jan 2004 To Dec 2004 TABLE I.B

COSA: BSTR Page 1 of 2

TABLE I.B - OUTSIDE PLANT STATISTICS-OTHER

Radio Relay System
-----—--- Km of Telephone Channel --------
" STATE Km of One-Way

v OR Km of Terrestrial Terrestrial Analog (4kHz or  Digital (64 kbps or

. ROW TERR. Code System Radio Channel Equivalent) Equivalent)

NO. (ba) (bb) (bc) (bd) (bf) (bg)

0110 Alabama AL 0 0 0 0
0200 Florida FL 35 70 0 3,360
0210 Georgia GA 30 189 0 31,152
0280 Kentucky KY 0 0 0 0
~0290 Louisiana LA 68 136 794 986
B50 Mississippi MS 0 0 0 0
0440 North Carolina NC 191 400 0 2,065,285
0510 South Carolina SC 34 86 0 121,995
0530 Tennessee TN 0 0 0 0
0910 Total TO 358 881 794 2,222,778

(See State Row Numbers and Codes Reference Table for the row numbers and the state codes
~applicable to your filing and for the correct order in which the rows shall appeatr.)

-



“CC Report 43-08

{RMIS OPERATING DATA REPORT
COMPANY:  BellSouth Telecommunications, Inc. UNRESTRICTED VERSION
STUDY AREA: All SUBMISSION 1
PERIOD: From Jan 2004 To Dec 2004 TABLEI.B
COSA: BSTR Page 2 of 2

TABLE I.B - OUTSIDE PLANT STATISTICS-OTHER

-- Total Equipped Local Loop Circuit Km ---- Total Equipped Interoffice Circuit Km (Cable &
Microwave Systems)

STATE
OR Analog (4kHz or Digital (64 kbps or Analog (4kHz or Digital (64 kbps or
ROW TERR. Code Equivalent) Equivalent) Equivalent) Equivalent)
NO. (ba) (bb) (bh) (bi) (bk) (b})
0110 Alabama AL 8,359,892 8,788,656 0 54,631,072
0200 Florida FL 17,062,330 27,886,968 0 176,942,666
0210 Georgia GA 12,480,191 25,273,944 0 133,031,881
0280 Kentucky KY 4,926,832 3,997,152 0 41,164,622
0290 Louisiana LA 8,815,832 6,626,952 794 51,018,567
0350 Mississippi MS 6,701,021 6,126,192 o 66,211,180
0440 North Carofina NC 7,998,608 10,943,760 0 66,139,777
0510 South Carolina SC 5,174,845 6,661,464 0 32,858,015
0530 Tennessee TN 10,184,135 12,851,424 0 51,969,427
910 Total TO 81,703,686 109,156,512 794 673,967,207

(See State Row Numbers and Codes Reference Table for the row numbers and the state codes
applicable to your filing and for the correct order in which the rows shall appear.)



5C Report 43-08

J?MIS OPERATING DATA REPORT

COMPANY:  BeliSouth Telecommunications, inc. UNRESTRICTED VERSION
STUDY AREA: All SUBMISSION 1
PERIOD: From Jan 2004 To Dec 2004 TABLE I}
COSA: BSTR Page 1 of 2
TABLE It - SWITCHED ACCESS LINES IN SERVICE
STATE
OR PBX and Centrex Centrex Other Switched Total Switched

ROW TERR. Code Main Accesslines Trunks Extensions Access Lines Access Lines

NO. (ca) (cb) (cc) (cd) (ce) (ci) (e
0110 Alabama AL 1,406,590 43,110 84,154 17,777 1,651,631
0200 Florida FL 4,934,322 135,981 211,044 36,266 5,317,613
0210 Georgia GA 2,769,893 105,242 288,285 26,386 3,189,806
0280 Kentucky KY 863,174 26,411 44,204 11,664 945,453
0290 Louisiana LA 1,667,054 48,341 115,491 19,076 1,849,962
0350 Mississippi MS 967,897 28,546 62,101 21,841 1,080,385
0440 North Carolina NC 1,768,161 51,178 180,773 18,829 2,018,941
0510 South Carolina SC 1,122,715 34,254 72,381 11,797 1,241,147

%30 Tennessee TN 2,008,056 52,826 66,872 14,747 2,142,501
4910 Total TO 17,507,862 525,889 1,125,305 178,383 19,337,439

(See State Row Numbers and Codes Reference Table for the row numbers and the state codes

applicable to your filing and for the correct order in which the rows shall appear.)



"'CC Report 43-08

.AMIS OPERATING DATA REPORT
COMPANY:  BeliSouth Telecommunications, Inc. UNRESTRICTED VERSION
STUDY AREA: All SUBMISSION 1
PERIOD: From Jan 2004 To Dec 2004 TABLE Il
COSA: BSTR : Page 2 of 2

TABLE Il - SWITCHED ACCESS LINES IN SERVICE BY TECHNOLOGY

STATE Central Office
OR Switches Excluding Total Central Office Basic Rate ISDN  Primary Rate ISDN
ROW TERR. Code Remotes Remote Switches Switches Control Channels  Control Channels
NO. (ca) (cb) (ck) (cl) (cm) (cn) (co)

0110 Alabama AL 76 73 149 8,718 5,221
0200 Florida FL 150 68 218 18,910 15,205
0210 - Georgia GA 109 82 191 24,355 ’ 11,430
0280 Kentucky KY 56 138 194 3,010 3,041
~ 0290 Louisiana LA 108 124 232 7,933 4,864
0350 Mississippi MS 37 169 206 2,456 3,452
0440 North Carolina NC 103 41 144 8,239 5,357
0510 South Carolina SC 57 61 118 4339 3,898
0530 Tennessee TN 112 89 201 15,616 5,944
0910 Total TO 808 845 1,653 . 93,476 68,412

(See State Row Numbers and Codes Reference Table for the row numbers and the state codes
applicable to your filing and for the correct order In which the rows shall appear.)



~C Report 43-08

IMIS OPERATING DATA REPORT
COMPANY:  BeliSouth Telecommunications, Inc. UNRESTRICTED VERSION
STUDY AREA: All SUBMISSION 1
PERIOD: From Jan 2004 To Dec 2004 . TABLE lll
COSA: BSTR : Page 10f 2
TABLE Il - ACCESS LINES IN SERVICE BY CUSTOMER
- Business Switched Access Lines Residential Switched -~
Access Lines Total
STATE -~-eeeee—o— Non-Lifeling —----——--—— Switched
OR Payphone Non- Access
ROW TERR. Code Single Line Multiline Lines Lifeline Primary Primary Lines
NO. (fa) (fo) (fc) (fd) (fe) ' (ff) (fa) (th) (i)
0110 Alabama AL 31,572 426,612 3,910 17,328 991,513 80,696 1,551,631
0200 Florida FL 98,454 1,536,766 4,483 104,567 3,091,015 482,328 5,317,613
0210 Georgia GA 57,572 1,097,619 3,571 53,683 1,732,714 244,647 3,189,806
0280 Kentucky KY 21,063 276,119 1,628 22,783 588,052 35,808 945,453
0290 Louisiana LA 39,124 531,423 3,898 19,514 1,126,362 129,641 1,849,962
0350 Mississippi MS 29,475 303,324 3,428 23,215 673,784 47,159 1,080,385
0440 North Carolina NC 41,136 631,806 5,223 46,995 1,169,663 124,118 2,018,941
0510 South Carolina SC 25,509 343,158 3,394 16,664 789,021 63,401 1,241,147
0530 Tennessee TN 40,697 631,711 6,188 35,765 1,387,127 141,013 2,142,501
0910 Total TO 384,602 5,678,538 35,723 340,514 11,549,251 1,348,811 19,337,439

(See State Row Numbers and Codes Reference Table for the row numbers and the state codes
epplicable to your filing and for the correct order in which the rows shall appear.)



“SC Report 43-08

.AMIS OPERATING DATA REPORT
COMPANY:  BellSouth Telecommunications, Inc. UNRESTRICTED VERSION
STUDY AREA: All SUBMISSION 1
PERIOD: From Jan 2004 To Dec 2004 TABLE
- COSA: BSTR Page 2 of 2

TABLE Il - ACCESS LINES IN SERVICE BY CUSTOMER

STATE Special Access Lines (Non-switched)

OR Analog (4kHz or  Digital (64 kbps or  Total Access Lines
ROW TERR. Code Equivalent) Equivalent) (Switched & Special) Local Private Lines
NO. (fa) (fb) (fj) (fk) () (fm)

0110 Alabama AL 9,069 2,162,260 3,722,960 221,942
0200 Florida FL 61,841 5,915,058 11,294,512 584,028
0210 Georgia GA 26,533 6,374,161 9,590,500 463,948
0280 Kentucky KY 2,956 881,912 1,830,321 133,025
0290 Louisiana LA 19,828 2,181,673 4,051,463 235,870
0350 Mississippi MS 3,897 761,372 1,845,654 142,811
0440 North Carolina NC 40,876 2,662,379 4,722,196 248,970
0510 South Carolina SC 8,896 1,170,799 2,420,842 149,335

30 Tennessee TN 33,664 2,227,783 4,403,048 256,770
7 10 Total TO 207,560 24,337,397 43,882,396 2,436,699

(See State Row Numbers and Codes Reference Table for the row numbers and the state codes
applicable to your filing and for the correct order in which the rows shall appear.)



~CC Report 43-08

JMIS OPERATING DATA REPORT
COMPANY:  BellSouth Telecommunications, Inc. UNRESTRICTED VERSION
STUDY AREA: All SUBMISSION 1
PERIOD: From Jan 2004 To Dec 2004 TABLE IV
COSA: BSTR Page 1 of 1
TABLE IV - TELEPHONE CALLS
(Amounts in Thousands)
intral ATA s InterLATA Toll Calls Completed —---erevere ~emnmmeeneee INtOLATA Billed Access Minutes
STATE Toll Calis (Originating) (Originating and Terminating)
OR Completed
ROW TERR Code Local Calls (Originating) Interstate Intrastate Total Interstate Intrastate Total
NO. (ea) (eb) (ec) (ed) (ee) (eh (eg) (eh) (ei) (ei)
0110 Alabama AL 6,420,786 61,349 515,422 135,864 651,286 4,646,358 2,408,751 7,055,109
0200 Florida FL 16,245,625 106,519 1,900,424 514,017 2,414,441 16,642,087 6,942,124 23,584,211
0210 Georgia GA 11,493,789 90,174 1,229,594 231,650 1,461,244 10,808,561 3,630,141 14,338,702
0260 Kentucky Ky 3,295,989 97,696 333,570 65,212 398,782 2,839,717 1,645,244 4,484,961
0290 Louisiana LA 7.718,756 41,693 590,073 158,212 748,285 5,082,167 3,145,206 8,227,373
0350 Mississippi MS 4,593,730 86,407 389,639 54,557 444,196 3,876,493 2,248,146 6,124,639
0440 North Carolina NC 6,069,087 39,069 697,472 188,459 885,931 5,963,850 2,237,895 8,201,745
0510 South Carolina sC 4,073,286 53,840 453,409 90,340 543,749 3,868,245 1,542,488 5,410,733
0530 Tennessee TN 7,482,238 95,593 665,725 114,968 780,693 6,220,027 2,418,118 8,638,145
0910 Total TO 67,393,286 672,340 6,775,328 1,653,279 8,328,607 59,947 505 26,118,113 86,065,618

(See Stats Row Numbers and Codes Reference Table for the row numbers and the stats codes
applimblebymﬁlingandfortheoowectorderlnwﬂchmemsshanappear.)



“iCC Report 43-08 Approved by OMB
[RMIS OPERATING DATA REPORT ; 3060-0496

Edition Date : 12/2004

COMPANY:  BellSouth Telecommunications, Inc. UNRESTRICTED VERSION
STUDY AREA: All SUBMISSION 1
PERIOD: From Jan 2004 To Dec 2004 . FOOTNOTE TABLE
COSA: BSTR PAGE 1 OF 1
FOOTNOTE TABLE

Table Row  Col FN# Footnote Text

(a) () © (@ (o

1.B 290.0 all 1 The decrease from 2003 is due to the removal of a radio
system route in Louisiana.
I.B 510.0 all 2 A new radio system was installed in South Carolina in
2004
il all  all 3 Alllines included on this table are subject to the

Customer Access Line Charge (CALC). Since Feature
Group A, OUTWATS, 800 Service and Two-way WATS
do not have CALC, these items were omitted from all
columns. In addition, the only Public Coin Lines which
have the CALC are CPE and Semi-Public. All other items
were excluded.

] all  ci 4 Alllines in this column are resold telephone exchange
lines to match the definition.
] all ¢ 5 These amounts are lower than 43-07 line 120 due to the
exclusion of UNE lines in these counts.
L “all fe 6 The decrease from 2003 is due to the phase out of
. Payphone service and growth in wireless service.
2 al 7 The sum of columns ff, f{g and fh for Residential Access

Lines is lower than the 43-05 Residence Lines due to
the exclusion of UNE lines in this count. _

[} all g 8 The sum of columns ff, fg and th for Residential Access
Lines is lower than the 43-05 Residence Lines due to
the exclusion of UNE lines in this count.

it all  fh 9 The sum of columns ff, fg and fh for Residential Access
Lines is lower than the 43-05 Residence Lines due to
the exclusion of UNE lines in this count.

] all  fi 10 These amounts are lower than 43-07 line 120 due to the
exclusion of UNE lines in these counts.

] all  fk 11 The increase in lines from 2003 is due to the growth in
higher bandwidth services. Since data values are
reported in equivalents, the higher bandwidth services
result in greater increases.

-
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FCC Form 477 - Local Competition and Broadband Reporting Cover Page - Name & Contact Information OMB NO: 3060-0816

All filers must complete ltems 1 - 11 of this Cover Page. File data as of: ! @éi@g?@o{ : :' EXPIRATION DATE: 01/31/2007
1. Filing status Meet broadband and local competition thresholds Please review instructions before completing form.
2. Company BellSouth Telecommunications, Inc. Reminders:

1) Ensure files are virus free by using up-to-date virus detection

3. Indicate the category that best describes the operations covered by this filing. ;%ﬁév:;;.@!f:;:er:o\a’;e encouraged to submit files via e-mail (address:

[Wireline Local Exchange Carrier

4. Filers must report separate data for ILEC and non-ILEC operations. 2) If you are filing original or revised data for an earlier
Use the following drop-down box to indicate whether this worksheet contains data semi-annual reporting period, do not use this particular
for ILEC or for non-ILEC operations. form (which is only for data as of December 31, 2004).

IILEC operations j See reminder 4.
3} You may not insert or delete columns or rows, move

5. Use the following drop-down box to select your company, parent or controlling cells, or edit text or numbers outside the cells provided
entity name. Select "not shown” if it is not in the list. See instructions for data entries. Files that cannot be opened in
Section IV-B-1 for information on preparing file names. EXCEL97, files whose structure has been altered,

and files with improper names will have to be refiled.

IBeIISouth Corporation ]

If you selected "not shown" above, then provide the following:
4) if you have questions about the form, contact the

Name of company, parent or controlling entity. Wireline Competition Bureau, Industry Analysis and
| I Technology Division at (202) 418-0940; via e-mait
at 477INFO@fcc.gov; or via TTY at (202) 418-0484.

6. State. [South Carolina l
5) You must submit a Certification Statement signed by
7.  Contact person (person who prepared ghe data contained below). ’ an officer of your company. A single statement may
[Ken Minzenberger I cover all files submitted. See Instructions sections IV & V.
8.  Contact person telephone number and e-mail address. ) 6) If you request non-disclosure of some data, you must
phone ]i04—927-1397 I file a public version of the form with such information
redacted. See Instructions sections IV.B and IV.C
e-mail ILen.minzenberger@Mllsouth.com I for information on preparing a redacted file.
9.  Indicate whether this is an original or revised filing. : 7)
Original Filin | .
I g g Name your files as specified in Instructions section IV.B.1. To assist
) L you, complete this Cover Page to generate an "example” name,
10.  Indicate whether you request non-disclosure of some or all of the information in this file below. Replace the character "#" in this example name with a
because you believe that this information is privileged and confidential and public disclosure sequence number as specified in the instructions. This numb

of such information would likely cause substantial harm to the competitive position of the filer.
wldatainthisreportmaybemadepublic i e — e s e e e e

1. Indicate if this is a complete file or a redacted version of a complete file. Example >>>|_Sppﬁw_ggl_ls_c_)gtp;rglgggmn'_\_t_lgi_citi_ops_, inc. .XLS

[Qmplete version of file ]




FCC Form 477 -- Local Competition and Broadband Reporting Part I: Broadband OMB NO: 3060-0816

EXPIRATION DATE: 01/31/2007

B ai o T e, oo LG srermonaio o Carir Deosme 3800~~~ - -~ - - ___T=T7!
Complete Part | if you and all affiliates (including commonly controlied entities) provide 250 or more broadband lines or wireless channels in the state over your
own facilities or over lines you provisioned as broadband. See instructions for definitions of "own facilities”, "broadband”, "end user®, and "residential and
small business”.

If you provide data in Part I, you must provide in Part V a list containing the 5-digit Zip Codes of the end-user locations in which you provide the
broadband services reported herein. See instructions.

(a) Percentages of lines and wireless channels reported in (a)

Data as of December 31, 2004 Total (b) © (d) (e) "
one-way and % of (a) % of (a) % of (a) % of (a) % of (a)
two-way (full) used by provided provided providing providing

broadband residential & over your (i.e. bilted customers customers

A. Lines and wireless channels of broadband service that you provided lines and small business own directly) greater than greater than

over your own facilities, or over UNE loops or other lines and wireless wireless channels customers facilities to end users 200 kbps in 2mbps in
channeis that you obtained from other service providers and equipped both both

as broadband, categorized by technology at the end-user location. directions directions
1-1.  Asymmetric xDSL. [ 94,800 | 90%] | 100%] | 93%| | 71%| | 12%]
i-2.  Othertraditional wireline including symmetric xDSL. [ 12599] | 0%] | 100%] | 4%) 100%
1-3.  Coaxial carrier systems including hybrid fiber-coaxial systems. | 0] | 0%| | " 0%] | 0%] | 0% | 0%}
1-4.  Optical carier (fiber to the end user). | 4967 | | 0%] | 100%] | 31%| | 100%] | 46%]
1-5.  Satellite. l ol | 0%] | 0%] | 0%] | 0%
1-6.  Terrestrial wireless fixed. [ 0] | 0% | 0% [ 0%] | 0%] | 0%]
1-7.  Terrestrial wireless mobile. | o] | 0%] | 0%] | 0%] | 0%
1-8.  All other technologies, such as distribution over I o] | 0%| | 0% |. 0%] | 0%| | 0%]

electric power fines.
Note: In Part |, report actual counts. Do not report voice-grade equivalent measures.




FCC Form 477 -- Local Competition and Broadband Reporting

Part Ill: Wireline and

Fixed Wireless Local Telephone

fBeiSouth Telecommurications, ine,_ ILEC operations for Seuth Car

2 Db 3208

Complete Part Il if you and all affiliates (including commonly controiled entities) provide 10,000 or more voice-grade equivalent lines or wireless voice-grade equivalent
channels used for local exchange or exchange access service in the state. See instructions for definitions of "voice telephone service”,
"voice-grade equivalent lines", "residential and small business”, "owned facilities”, "COLO switching centers®, and "end users".

'

if you provide data in Part Il, you must provide in Part V a list containing the 5-digit Zip Codes of the end-user locations in which you provide the

wireline or fixed wireless voice grade services reported herein. See instructions.

Data as of December 31, 2004

A.  Voice telephone service provided to end users,
It-1.  Total lines and channels you provided to end users.

B.  Voice telephone service provided to other communications carriers, categorized by:

I-2.  Lines and channels that you provided under a Tota! Service
Resale arrangement. See instructions.
-3.  Lines and channels you provided under other resale

arrangements, such as resold Centrex.

C.  UNE loops, special access lines, and those private lines that
connect to carriers, categorized by:

-4, Lines and channels that you provided under a UNE loop
arrangement, where you do not provide switching for the line.
It-5.  Lines and channels that you provided under a UNE loop
arrangement, where you also provided switching for the line.
I-6.  Special access lines not provided as broadband and

private lines that connect an end-user premises to a
telecommunications common carrier and is not provided
as broadband.

D. Total wireline voice-grade equivalent lines & fixed wireless
voice-grade equivalent channels in service.

Il-7.  Total lines and channels provided. {line {1-1+line -2 + line 1-3]

OMB NO: 3060-0816

EXPIRATION DATE: 01/31/2007

(a)

Percentages of lines and wireless channels reported in (a)

Total voice-grade {b) (c) (d) (e)
equivalent lines % of {a) % of (a) % of (a) % of (a)
and voice-grade used for provided provided in

equivalent residential & over your over ILEC COLO
wireless channels small business own UNE switching
in service service facilities loops centers
| 1,227,564 | | 82% | 100%} | 0%] i 69%]
[ 12,172 | L 86%| | 100%
| 0] [ 0%} | 0%| | 0%] | 0%)]
(a2
Total lines and
wireless channels
[ 11,571 | 100%
| 145,268 |
| 3,735 | [ 0%] [ 100%] | 0%] | 80%]|
Percentage of channels reported in (a), carried over the following types
of facilities categorized by the technology used in the part of the line or
wireless channel at the end-user location
) (h)
Cable coaxial Wireless All other including
traditional wireline
1,239,736 | 0%] 100%




FCC Form 477 -- Local Competition and Broadband Reporting Part lll: Mobile Local Telephone

B T e s, ne_ LG sreaiins o S0 Carir Bessmie 3L 2008~~~ -~ ZTTTTTTTTTTT
Complete Part Nt if you and all affiliates (including commonly controlied entities) serve 10,000 or more mobile voice telephony subscribers in the
state over your own facilities. See instructions for definitions of "mobile voice telephony subscribers” and "own facilities".

Data as of December 31, 2004
(b)

(a) Percentage of (a)
A.  Mobile voice telephony subscribers in service and served Network telephone provided
over your own facilities. service (i.e. billed directly)
subscribers to end users

fll-1.  Cellular, PCS & other mobile telephony. [:___]

OMB NO: 3060-0816
EXPIRATION DATE: 01/31/2007
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FCC Form 477 — Local Competition and Broadband Reporting Part IV: Explanations and Comments OMB NO: 3060-0816
fBaliSouth Telecommunications, inc._ ICEC operations for §_§tEhZ§€roTn? December 37,2004 _ _ _ mmssssmmemm e e e EXPIRATION DATE: 01/31/2007

r

Space for comments or explanatory notes.

Part Line Comment
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FCC Form 477 — Local Competition and Broadband Reporting Part V: Zip Code Listings OMB NO: 3060-0816

EXPIRATION DATE: 01/31/2007

BT T ecommunications, Ine._ ILEC operations for South Cardlina Desember 3L 0% — 7 7~ 7 7777 77— 27T T T T m C T T T
Filers completing Part | or Part il must supply a list of 5-digit Zip Codes in which the filer has at least one customer.
Do not provide customer counts by Zip Code.

Data as of December 31, 2004 (a) (b)
: Broadband Wireline & fixed
V-1. 5-digit Zip Codes in the state in which you provide service to end-user locations: service wireless exchange
telephone

1 29003 29003

2 29006 29006

3 29010, . 29009

4 29016 29010

5 29020 29015

6 29031 29016

7 20032 29018

8 29033 29020

9 29036 29030
10 29038 29031
11 29039 29032
12 20042 29033
13 29044 29036
14 29045 29037
15 29053 29038
16 29061 29039
17 29063 29042
18 29069 29044
19 29070 29045
20 29072 29052
21 29073 29053
22 29075 . 29054
23 29078 29059
24 29101 29061
25 29108 29063
26 29115 29065
27 29118 29067
28 20123 29069
29 29127 29070,
30 29128 29072
31 29130 29073
32 29135 29075
33 29145 29078
34 29146 29080
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SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-K

(Mark One)
N4 ANNUAL REPORT PURSUANT TO SECTION 43 OR 45(d) OF THE SECURITIES EXCHANGE

ACT OF 1934

FOR THE FISCAL YEAR ENDED DECEMBER 34, 2004
= OR

. TRANSITION REPORT PURSUANT TO SECTION 13 OR 4 5(d) OF THE SECURITIES EXCHANGE

' ACT OF 1934

For the fransition perlod from to

COMMISSION FILE NUMBER 4-8607

BELLSOUTH CORPORATION

A GEORGIA CORPORATION I.R.S. EMPLOYER
NO. 58-1533433

" 1155 Peachtree Street, N.E., Room 15G03, Atlanta, Georgia 30309-3610
Telephone number 404-249-2000

SECURITIES REGISTERED PURSUANT TO SECTION 12(b) OF THE ACT:

TITLE OF EACH CLASS NAME OF EACH EXCHANGE
ON WHICH REGISTERED
- See Attachment. See Attachment.
SECURHIES REGISTERED PURSUANT TO SECTION 12(g) OF THE ACT:
) None. .

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 43 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
Tequired to file such reports), and (2) has been subject to such fling requirements for the past 90 days. Yes &£ No _

Indicate by check mark if disclosure of delinquent filers pursuant to [tem 405 of Regulation S-K is not qoﬁi‘oined herein,
and wili not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements
incorporated by reference in Part l of this Form 10K or any amendment to this Form 10-K. Yes _ No &

Indicate by check mark whether the registrant is an accelerated filer (as defined in Exchange Act Rule 12b-2).
Yes /. No __

At January 341, 2005, 4,831,554.092 shares of Common Stock and Preferred Stock Purchase Rights were outstanding.

At June 30, 2004, the aggregate market value of the voting and non-voting stock held by nonafiiliates was
$48,748,103.573.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant’s definitive proxy statement dated March 14, 2005, issued in connection with the 2005
annual meeting of shareholders (Part Hil).



ATTACHMENT

Title of Each Class

Name of Each Exchange
On Which Registered

Common Stock (par value $1 per share) and
Preferred Stock Purchase Rights

Debt Securities‘®:
Issued by BellSouth Capital Funding Corporation®
7.12% Debentures due 2097

Issued by BellSouth Telecommunications, Inc.
Fifteen Year 5/s% Debentures, due January 15, 2009
Forty Year 7¢/:% Debentures, due May 15, 2035
Thirty Year 7% Debentures, due October 4, 2025
- Fifty Year 5.85% Debentures, due November 15, 2045
One Hundred Year 7% Debentures, due December 1, 2095
Principal Amount of One Hundred Year 6.65% Zero-To-Full
Debentures, due December 15, 2095
Ten Year 6>% Notes, due June 15, 2005
Thirty Year 6%:% Debentures, due June 1, 2028

(a) As of filing date.

(b) Subsequently merged with and into BellSouth Corporation.

New York Stock Exchange

New York Stock Exchange

BELLSOUTH 2004
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PART |

Cautionary Language Concerning
Forward-Looking Statements

In addition to historical information, this document contains
forward-looking statements regarding events, financial
frends and critfical accounting policies that may affect our
future operating resuits, financial position and cash flows.
These statements are based on our assumptions and
estimates and are subject to risks and uncertainties. For
these statements, we claim the protection of the safe
harbor for forward-iooking statements provided by the
Private Securities Litigation Reform Act of 1995.

There are possible developments that could cause our
actual results to differ materiaily from those forecast or
implied in the forward-looking statements. You are cau-
tioned not to place unduse reliance on these forward-
looking statements, which are current only as of the date
of this fiing. We disclaim any intention or obligation to
update or revise any forward-looking statements, whether
as a result of new information, future events or otherwise.

While the below list of cautionary statements is not
exhaustive, some factors, in addition to those contained
throughout this document, that couid affect future operat-
ing results, financial position and cash flows and could
cause actual results to differ materially from those ex-
pressed in the forward-looking statements are:

» a change in economic conditions in the markets
where we operate or have material investments which
could affect demand for our services;

» the impact and the success of Cingular Wireless, our

wireless joint venture with SBC Communications, Inc.

(SBC), including marketing and product deveiopment

efforts, technological changes and financial capacity;

Cingular Wireless’ failure to redlize, in the amounts

and within the timeframe contemplated, the capital

and expense synergies and other financial benefits

expected from its acquisition of AT&T Wireless as a

result of technicai, logistical, regulatory and other

factors;

* changes in laws or regulations, or in their interpreta-

tions, which could result in the loss, or reduction in

value, of our licenses, concessions or markets, or in an
increase in competition, compliance costs or capital
expenditures;

continued pressures on the telecommunications indus-

try from a financial, competitive and regulatory

perspective;

the intensity of competitive activity and its resulting

impact on pricing strategies and new product

offerings;

« changes in the federal and state regulations gov-

erning the terms on which we offer retail and whole-

sale services;

continued successful penetration of the intertATA

long distance market;

the impact on our business of consolidation in the

wireline and wireless industries in which we operate;

the issuance by the Financial Accounting Standards

Board or other accounting bodies of new accounting

standards or changes to existing standards;

= changes in available technology that increase the
likelihood of our customers choosing alternate tech-
nology to the products offered by BellSouth (technol-
ogy substitution);

« higher than anticipated start-up costs or significant
up-front investments associated with new business
initiatives;

« the outcome of pending litigation; and

unanticipated higher capital spending from, or delays

in, the deployment of new technologies.

Business
OVERVIEW

In this document, BellSouth Corporation and its subsidiaries
are referred to as “we’ or "BellSouth.”

We are a Fortune 100 company with annual revenues of
over $20 billion. Our core business is wireline communica-
tions and our largest customer segment is the retail
consumer. We have interests in wireless communications
through our ownership of approximately 40% of Cingular
Wireless (Cingular). the nation’s largest wireless company
based on number of customers. We also operate one of
the largest directory advertising businesses in the United
States. We have assets of approximately $60 bilion and
employ almost 63,000 individuals. Our principal executive
offices are located at 1155 Peachtree Street, N.E., Atlanta,
Georgia 30309-3610 (telephone number 404-249-2000).
We were incorporated and became a publicly fraded
company in December 1983 as a result of the breakup of
the Bell System. We are incorporated under the laws of the
State of Georgia.

During 2004, we realigned our assets towards domestic
wireless and increased investment in broadband to better
position the company for the future. Specifically. our
wireless joint venture, Cingular Wireless, purchased AT&T
Wireless in October 2004, causing Cingular 1o become the
largest wireless company in the United States and increas-
ing the percentage of our revenue from wireless opera-
tions on a pro forma basis to approximately 40%. To further
this realignment in strategy, we sold our Latin American
operations to Telefénica Moviles in transactions that closed
in late 2004 and early 2005.

We have three operating segments that are the focus
of our business: :

« Communications Group;
« Domestic Wireless; and
« Advertising & Publishing Group.

See Note P to our consolidated financial statements for
financial data on each of our segments.
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Communications Group
OVERVIEW

We are the leading communications service provider in the
southeastern United States (US). serving substantial por-
tions of the population within Alabama, Florida, Georgia,
Kentucky. Louisiana, Mississippi, North Carolina, South Caro-
lina and Tennessee. BellSouth Telecommunications, Inc.
(BST). our wholly-owned subsidiary, provides wireline com-
munications services, including local exchange, network
access, intralATA long distance services and Internet
services. BellSouth Long Distance, inc. (BSLD), our long
distance subsidiary, provides long distance services to
residential and small business customers in our nine south-
eastern states, long distance services to enterprise custom-
ers with locations throughout the country, and wholesatle
long distance primarily to wireless communications provid-
ers, smaller wireline telecommunications providers and
undaffiliated long distance providers. Communications
Group operations generated 90% of our total operating
revenues in 2004, 2003 and 2002.

While we provide telecommunications service to the
majority of the metropolitan areas in our region, there are
many localities and sizable geographic areas within the
region that are served by nonaffiliated telecommunications
carrders. In addition, there is increasing competition within
our temitory from other telecommunications carriers, iong
distance carriers, cable television operators, voice over
Internet protocol (VolP) providers and wireless carmiers. We
have organized our marketing efforts to parallel our major
customer bases: consumer, small business, large business,
and interconnection services.

Consumer. This unit serves the largest segment of the
market within our region, the residential customer. While
traditional local and long distance telephone service
rematins the core of this market, customer demands are
rapidly broadening to include an expanded range of
services, from convenience features such as caller D,
call forwarding and voice mail, to diai-up access to the
Internet, high-speed DSL and video services. During
2004. the Consumer unit represented 43% of Communi-
cations Group revenues.

Small Business. This unit focuses on providing, in addition
to traditional local and long distance voice services,
advanced voice, data, Internet and networking solu-
tions to smatll and medium-sized businesses. It offers a full
selection of standard and customized communications
services to this market. During 2004, the Smail Business
unit represented 12% of Communications Group
revenues.

Large Business. This unit, known as BellSouth Business,
provides a wide range of standard and highly special-
ized services and products to large and complex
business customers. In addition to traditional local and
long distance voice services, product and service offer-
ings to these customers include Internet access, private
networks, high-speed data equipment and transmission,
conferencing and industry-specific communications ar-
rangements for industries such as banking, healthcare
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and manufacturing. During 2004, the Large Business unit
represented 17% of Communications Group revenues.

interconnection Services. This unit provides interconnec-
tion to our network and other related wholesale services
to telecommunications carriers for use in providing
services to their customers. Interconnection refers to the
link between our telecommunications network and the
telecommunications network of other service providers.
in addition to inferconnection services, we provide
services such as voice and data transport services.
During 2004, the interconnection Services unit repre-
sented 24% of Communications Group revenues and
generated 45% of our reported data revenues. The unit
provides services to both affiiated and nonaffiliated
customers in five different carrier markets: wireless ser-
vice providers, competitive local exchange carriers,
competitive switched and special access providers,
long distance carriers and information service providers.

BUSINESS STRATEGY

Our business strategy is to solidify BellSouth as the leading
choice of customers in the southeast for an expanding
array of voice, data and Internet services and to meet our
customers’ needs through teaming or wholesale service
arrangements with other companies.

We intend to:

» optimize our portfolio of retail and wholesale products
and services by utilizing marketing approaches
targeted to our different customer segments, by
providing superior service and by offering flexible
packages of voice, data and muitimedia applications
through improved distribution channels and systems;

+ become the leading provider of local broadband/
Internet Protocol (IP) services in the southeast by
deploying new broadband/IP platforms that support
both voice and data services as well as applications;
and

« reduce our cost structure by managing the utilization
of existing assets and redirecting spending to focus
new investment on high-growth products and
services.

BUSINESS OPERATIONS

VYoice services

Voice services include basic diai-fone telephone service
and switching services provided through the regular
switched network. In addition, we offer various standard
convenience features, such as caller ID, call waiting, call
return and 3-way calling on a monthly subscription or, for
some, on a per-use basis. Additional voice related reve-
nues are derived from charges for inside wire maintenance
contracts, voice messaging services, directory assistance
and operator services. Voice revenues also include end-
user charges and cost recoverles related to the federal
universal service fund.

We also offer our voice services on a wholesale basis to
other competitive local carriers for resale to their custom-
ers. Competitors primarily utilize our local network under



two methods: resale and, to a greater extent, through the
use of unbundled network elements (UNEs). Lines provided
on a resale basis include all of the components necessary
for a wholesale customer to provide complete service
delivery to an end-user. UNEs represent components of our
network that wholesale customers may combine with
components of their own networks, or with other UNEs
purchased from us, to allow complete service delivery to
an end-user. In February 2005, the FCC released an order
and new rules related to the UNE platform (UNE-P). lts
action effectively relieves us of the obligation to accept
new UNE-P orders after March 10, 2005, and provides a
42-month transition period to phase out existing UNE-P
service. We provide network access and interconnection
services by connecting the equipment and facilities of our
customers with the communications networks of long dis-
tance catrriers, competitive switched and special access
providers, and wireless providers, including Cingular. Simi-
larly, we provide access and interconnection services to
competitive local exchange carriers so their subscribers
can reach ours and vice versa. As a result of access
charge reform, the revenues that we derive from these
services have diminished over the past several years.

BeliSouth was historically permitted fo provide iong
distance services only within, but not between, certain
areas (referred to as LATAs) that were defined at the time
of the Bell System divestiture in December 1983. Legislation
was enacted in 1996 that allowed BellSouth, upon ap-
proval by the FCC, to provide interLATA services. BellSouth
received that approval for alf nine states in its region
during 2002.

As a consequence of the long distance approval
described above, BellSouth has aggressively entered the
interLATA long distance market in ifs nine state region.
BeliSouth offers a wide array of calling pians to both its
residential and business customers. Many of these long
distance offers have been packaged with the Company’s
local, data and wireless offerings so as to present a
“bundle” of services to its customers. These “'bundies”
allow customers to purchase services at prices lower than
they would have paid if they had bought the underlying
services on a stand alone basis. As of December 34, 2004,
BellSouth has achieved a long distance market penetration
of 47% among its residential local customers and 53%
among its mass market business local customers.

Wireline voice services provided approximately 62% of
BellSouth’s total operating revenues for 2004, 2003 and
2002.

Broadband and data services

As use of the Internet grows and as corporate data
applications increase in sophistication and scope, the
market for broadband and data services is expanding and
evoiving. BellSouth will continue to expand its capabilities
in order to maintain a leadership position in the broadband
and data communications market. Investment in service
infrastructure is strategically managed to enabie delivery
of services offering increasing capacity and functiondlity. in
parallel, we continue to use new advances in digital
technology to bolster the broadband capabilities of our
entire network. The emergence of high-performance
broadband and digital infrastructure offers the ability to use

these networks for real-time communications including
voice and video using various technologies such as soft-
switches (software-based switching platforms) and voice
over Internet protocol (VolP).

We offer a wide range of data services serving the retail
as well as the wholesale markets. Revenues from retail
offerings such as FastAccess® (DSL), ISDN, Frame Relay,
Lightgate and SmartRing accounted for 556% of total data
revenues in 2004 while wholesale offerings accounted for
the remaining 45%.

DSL service Is an important broadband service for
BeliSouth. Over 83% of the households in our region are
quaiified to receive DSL from BellSouth, and we ended
2004 with over 2.0 million Fast Access® DSL subscribers.
BellSouth participates in the DSL market in two significant
ways. First, we offer retail DSL-based high speed Internet
service that we market under the name BeliSouth® FastAc-
cess® DSL. Second, we offer DSL transport products to
Internet service providers and other cairiers, which, in turn,
provide information services. such as internet access, to
their end users.

We have differentiated our Internet access products by
providing a range of tiered speeds and associated pricing
that appeal to a larger market. We cumrently offer three
levels of service: download speeds of up to 256 kps, up to
4.5 megabits, and up to 3.0 megabits. In many instances,
ouwr network is capable of providing speeds up to
6.0 megabits and we have announced plans to upgrade
our capabiliities and expand our footprint in 2005. In
addition, we currently have 1.0 million dial-up customers.
This is an important market as it provides a pool of
potential customers for our higher speed products. In 2004,
BellSouth conducted a trial of a new broadband on
demand service. In this trial, BeliSouth provisioned a low
speed DSL Internet service to trial participants. These
customers, when visiting certain designated websites,
would experience faster speeds, or they could boost or
“turbo” the speed of their service with the click of a
button for an additional charge.

Through a resale arrangement with Qwest Communica-
tions Corporation, we are able to offer data services to
meet the needs of sophisticated business purchasers of
long distance services. These complex services are offered
to enterprise business customers not just in our nine state
region, but throughout the United States. We intend to
pursue additionat relationships as we look to expand our
enterprise business.

In 2004, BeliSouth began offering a variety of new
network based VolP services that may be accessed by
customers over BellSouth’s existing broadband service facil-
ities. More specifically, BellSouth currently offers:

* a suite of VolP network based IP products, including
Centrex IP service for Large Business customers, In-
ternet Protocol Telephone Gateway (IPTG) service
and VolP Conversion service for interconnection Ser-
vice customers;

« a VolP service specifically designed for Large Business
customers and known as BellSouth Converged Solu-
tions; and

« a number of PBX equipment-based IP voice and data
services.
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We expect to develop and introduce additional Volp
services to alt of our customer market segments as this new
technology continues to evolve in the marketplace.

Broadband and data services generated approximately
22% of BellSouth's total operating revenues for 2004 and
24% for 2003 and 2002.

Video

In August 2004, we began acting as a selling agent for
DirecTV. Although this reiationship has little impact on our
revenues, it enables us to offer a bundie of wireline and
wireless voice along with data and video. As technology
evolves, we are continuing fo look at future options for
providing video services. For example, in 2005 we com-
menced a tiial of Microsoft's IP-TV technology that, if
commercially deployed, would enabie BellSouth to deliver
an integrated suite of new voice, data and interactive
video capabliities and services to our customers over an
upgraded DSL-based broadband transmission platform.

Other Communications Group revenues

Other Communications Group revenues are comprised
primarily of charges for billing and collection services for
long distance carriers, enhanced white pages listings,
customer late payment fees, customer premises equip-
ment sales and maintenance services. Other revenue also
includes charges for permitting our competitors to set up
their equipment in our facilities (referred to as colloca-
tion). Historically, revenues from local payphone services
were included in this category. By the end of 2003, we had
cedsed offering loca! payphone services. BeliSouth aiso
provides wholesale long distance services, primarily to
wireless communications providers and smaller wireline
telecommunications providers, as well as to unafiiliated
long distance providers. Other Communications Group
services provided approximately 7% of BellSouth’s total
operating revenues for 2004 and 2003 and 8% for 2002.

WIRELINE REGULATORY ENVIRONMENT

The FCC regulates rates and other aspects of our provision
of interstate telecommunications services, including inter-
national rates and interstate access charges. State reguia-
tory commissions have jurisdiction over our provision of
intrastate telecommunications services, including locai and
long distance rates and network access services. Access
charges are designed to compensate our wireline subsidi-
ary for the use of its networks by other carrlers. Our future
operations and financial results will be substantially influ-
enced by developments in a number of federal and state
regulatory proceedings. Adverse results in these proceed-
ings could materiaily affect our revenues, expenses and
abllity to compete effectively against other telecommuni-
cations carriers.

Additional information relating to federa!l and state
regulation of our wireline subsidiary is contained under the
heading “Management's Discussion and Analysis of Finan-
clal Condition and Results of Operations — Operating Envi-
ronment — Wireline Regulatory Environment” and is
incorporated herein by reference.
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COMPETITION

We face significant competition from traditional telecom-
munications providers. Further, we are increasingly seeing
competition from wireless, cable and other providers that
have not historically competed with us for telecommunica-
tions customers.

Wireless providers

We face strong competition from wireless service providers.
Competition in the wireless industry has created lower
price point service offerings that include larger buckets of
anytime minutes that inciude long distance, causing many
customers to choose wireless for their primary voice com-
munications option. As wireless companies expand their
offerings to include high speed data services, we expect
this migration trend to continue.

Iraditional telecommunication service providers

We compete for customers based principally on service
offerings, price and customer service. increasing competi-
tion has resulted in innovative packaging and services that
strive to simplify the customer’s experience. Pricing pres-
sures in the market have increased resulting in opportuni-
ties for the customer fo purchase value based packages
and services. Competitive pressures across the board have
resulted in an increase in advertising and promotional
spending. Competitors are able to resell our local services,
or lease separate unbundied network elements (UNE). In
addition, an increasing number of voice and data commu-
nications networks utilizing fiber optic lines have been
constructed by communications providers in all major
metropolitan areas throughout our wireline service temitory.

UNE prices are determined using a forward-looking cost
model and the premise of a hypothetical, most efficient,
lowest cost network design. Because the pricing is not
based on actual cost, certain costs that exist in today’s
network are not adequately addressed in the determina-
tions. A competitors’ use of UNEs and the UNE platform
results in lower revenue per access line and has a
detrimental impact on our margins as we are not allowed
to charge UNE competitors for the actual cost we incur to
maintain and service the access lines. The impact can be
increased by competitors’ offering of service bundles that
target high value customers. In addition, competitors’
offerings can sometimes cause us to lose revenues from
non-UNE sources, including access to our switches and
calling features, inside wire maintenance, operator services
and directory assistance. As a result of reguiated artificially
low wholesale prices and highly competitive retail pricing,
our competitors have been effective in gaining market
share, primarily in metropolitan areas. At December 31,
2004, we had provisioned approximately 3.0 million resale
and UNE lines to competing cariers, an increase of 10%
since December 31, 2003.

Companies compete with us for long distance services
by reselling long distance services obtained at bulk rates
from us or from other carriers, or by providing long distance
services over their own facilities.

FCC rules require us o offer expanded interconnection
for interstate special and switched network access trans-



port. As a result, we must permit competitive carriers to
terminate their fransmission lines on our facilities in our
central office buildings and other locations through collo-
cation arrangements. The effects of the rules are to
increase competition for network access transport. Further-
more, long distance carriers are increasingly connecting
their lines directly to their customers’ facilities, bypassing
our networks and thereby avoiding network access
charges entirely.

Although our competitors vary by state and market, we
believe that at December 31, 2004 our most significant
local service competitors remain AT&T Corp. and MCH inc.
and our most significant long distance competitors include
AT&T, MCl and Sprint Corporation. in addition, we are
beginning to face significant competition from cable com-
panies, such as Time Warner Inc. and Comcast
Corporation.

There have been a number of proposed mergers an-
nounced in recent months signaling a consolidation in the
telecommunications industry. While the ultimate impact
remains uncertain, we believe consolidation to fewer
players could lead to more rational pricing in the market-
place and benefit the overall investment environment.

Broadband service providers

Technological developments have made it feasible for
cable television networks to camy data and voice commu-
nications. We are seeing new competition as a result of
the development of commercial applications using internet
Protocol technology (VolIP). This medium could attract
substantial trafic because of its lower cost structure due to
the fact that FCC rules do not cumrently impose access
charges on most communications carried over this
technology.

FRANCHISES AND LICENSES

Our local exchange business is typically provided under
certificates of public convenience and necessity granted
pursuant fo state statutes and public Interest findings of
the various public utllity commissions of the states in which
we do business. These certificates provide for franchises of
indefinite duration, subject to the maintenance of satisfac-
tory service at reasonable rates. The Telecommunications
Act of 1996 provides that these franchises must be non-
exciusive.

Domestic Wireless
OVERVIEW

Our domestic wireless business consists of a 40% interest in
Cingular Wireless. Cingular is a joint venture that was
formed by the combination of most of the former domestic
wireless operations of BellSouth and SBC. Cingular is oper-
ated independently from both parents, currently with a six-
seat Board of Directors comprised of three directors from
each parent. BelliSouth and SBC share control of Cingular.
Cinguilar is a SEC registrant by virtue of its publicly traded
debt securities. Accordingly, it files separate reports with
the SEC.

Cingular provides a wide array of wireless services for
individual, business and governmental users. On Octo-

ber 26, 2004, Cingular completed its previously announced
acquisition of AT&T Wireless, creating the largest wireless
carrier in the United States based on number of customers.
In addition, Cingular is one of the largest digital wireless
network operators in the United States. At December 34,
2004:

Cingular reported US wireless cellular service and
personal communication services (PCS) customers
totaling 49.1 million;

Cingular had access to licenses to provide cellular or
PCS wireless communications services covering an
aggregdte of 290 million in population (POPs), or
approximately 98% of the US population, including all
of the 100 largest US metropolitan areas;

Cingular's primary digital networks utilize Global Sys-
tem for Mobile Communication (GSM) technology
and Time Division Multiple Access (TDMA) technology:
* 65% of Cingular’s subscriber base was GSM equipped
and 79% of its total minutes were carried on its GSM
network; and

Cingular had over 17 million active users of its data
services.

Cingular supplements its own networks with roaming
agreements that allow its subscribers to use other provid-
ors’ wireless services in regions where Cingular does not
have network coverage. Cingular refers to the area
covered by its network footprint and roaming agreements
as its coverage area. With these roaming agreements, as
of December 31, 2004, Cingular was able to offer its
customers digital wireless services covering 95% of the US
population.

Cingular also offers multi-band devices that allow its
customers to access networks using both the cellular and
PCS frequencies across the US as well as international
networks around the world. Cingular provides its customers
equipped with multi-band devices the largest global cover-
age of any US wireless carrier, with service available in over
170 countries. Cingular plans to contfinue to expand its
service and coverage area and increase the capacity and
quality of its digital network through new network construc-
tion, acquisitions, joint ventures, and roaming arrange-
ments with other wireless providers. Cingular also offers
wholesale services to resellers, who purchase wireless
services from Cingular for resale to their customers.

In October 2004, Cingular soid Cingular Interactive, L.P.,
a data messaging business utilizing the proprietary
“Mobitex” packet switched network. Cingular retained
Cingular Interactive’s direct e-mail customers, as well as
several other major accounts. Cingular will continue Cingu-
lar interactive’s involvement in this data business as a
reselier.

In 2001, Cingutar and T-Mobile USA exchanged FCC
licenses, and subsequently formed a joint venture, to share
infrastructure covering the metropolitan New York market,
most of California and parts of Nevada. in May 2004,
Cingular and T-Mobile entered into an agreement 1o
dissolve the joint venture, distribute the related network
assets, sell to T-Mobile certain assets and spectrum and
exchange certain spectrum, since Cingular determined
that the AT&T Wireless acquisition would provide spectrum
and network infrastructure in areas missing from Cingular’s
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original footprint. The first phase of these transactions
closed in January 2005.

Pursuant to the dissolution agreement, in January 2005
Cingular sold its ownership of the California/Nevada net-
work assets to T-Mobile for $2.3 billion in cash, net of cash
payments required by the dissolution. The ownership of the
New York network assets returned to T-Mobile. Cingular
retained the right to utilize the Cdlifornia/Nevada and New
York networks during a four-year transition period and has
guaranteed to purchase a minimum number of minutes
over this term with a minimum purchase of $41.2 billion.
Cingular and T-Mobile retained all of their respective
customers in each market.

BUSINESS STRATEGY

Cingular intends to be the pre-eminent wireless communi-
cations company in the US. its business strategies to
achieve that goal are to:

» build the best network by integrating the Cinguiar and
AT&T Wireless networks, accelerating the build out of
the network to improve coverage in suburban and
neighborhood areas and strengthen the in-building
penetration in urban areas, deploying its 3rd genera-
tion cellular/PCS system in major markets across the
country and working with its rural roaming partners to
improve and expand coverage outside of its footprint
and assist them in providing consistent products and
services fo its customers that roam across their
networks;
deliver exceptional customer setvice through the im-
plementation of policies and procedures at every
point of contact with its customers to improve the
customer experience;
rationalize its direct and indirect distribution channels
and expand sales locations opportunistically to create
an unmatched distribution network;
~ » continue fo offer compelling products and services,
including devices, features and pricing plans, that
differentiate Cingular from its competitors; and
efficiently integrate AT&T Wireless’ business and
operations.

OPERATIONS

Voice services

Cingular offers a comprehensive range of high-quality
wireless voice communications services in a variety of
pricing plans, including national and regional rate plans as
well as prepaid service plans. Ilts voice offerings are tailored
to meet the communications needs of targeted customer
segments, including youth, family, active professionals,
local and regional businesses and major national corporate
accounts. The marketing and distribution plans for Cingu-
lar’s voice services are further targeted to the specific
geographic and demographic characteristics of each of its
markets.

8 BELLSOUTH 2004

POSTPAID VOICE SERVICE

Consumer postpaid voice service is generally offered on a
contract basis for one or two year periods. Under the terms
of these contracts, service is provided and billed on a
monthly basis according to the applicable pricing plan
chosen. Cingular’s wireless services include basic local
wireless communications service, long distance service and
roaming services, which enable customers to utilize other
carriers’ networks when they are “roaming’ outside Cingu-
lar's network. Cingular aiso bills other carriers for providing
roaming services to their customers when their customers
utilize Cingular’'s network. Cingular had approximately

42.9 million postpaid contract customers (excluding reseller
customers) at December 34, 2004. in addition to basic
wireless voice telephony services, Cingular offers many
enhanced features, such as caller ID, calt waiting, call
forwarding. three-way calling, no answer/busy transter and
voice mail, with many of its pricing plans. In some markets,
Cingular makes available additional services for a monthly
fee, such as unlimited Mobile-to-Mobile calling, discounted
internationat roaming and international fong distance, ex-
panded off peak hours, roadside assistance and handset
insurance.

Cingular’s business customers can take advantage of
consumer postpaid voice plans, as well as a number of
business-specific devices and features, pooled and fiat rate
plans. Cingular’s pooled rate plans allow enterprises to
share minutes and megabytes across their employee base.

PREPAID VOICE SERVICE

Cingular offers prepaid service to meet the demands of
distinct consumer segments, such as the youth market,
families and smali business customers, who prefer to pay in
advance. As of December 31, 2004, retail prepaid users
represented approximately 7% of Cingular’s total custom-
ers. Cingular believes is prepaid service offering benefits
from being part of a national brand, particularly with
regard to distribution. Its prepaid strategy focuses on
increasing the profitabiiity of this customer segment by
offering a wider array of services and features to increase
the revenue and retention of these customers. Iis prepaid
services offer customers many features available on its
postpaid plans, including unlimited nights and weekends,
long distance, caller D, call waiting, voicemail and off-
network roaming. as well as enhanced features llke text
messaging, downioadable graphics and ringtones, games
and information alerts. At the same time, the customer
retains the benefits of no credit check and enhanced
ability to control spending and some of its prepaid custom-
ers have no contract or monthly biling. in addition,
Cingular contfinues to focus on increasing the distribution o_f
its prepaid offering to include the Internet, automated
replenishment services and strategic retail pariners.

Consistent with the industry, Cingular experiences higher
customer churn rates and lower revenue per customer with
prepaid customers than its postpaid customers; however,
these impacts are somewhat offset by the lower cost of
acquiring new prepaid customers, including lower handset
subsidies, higher revenue per minute earned and the
absence of significant payment defaults.



Data services

Cinguiar currently offers a wide array of consumer data
services such as wireless Internet browsing, wireless e-mail,
text messaging, instant messaging, multi-media messaging
and downloadable content and applications. Cingular
continues to focus on improving the customer experience
through the deployment of advanced data capable de-
vices, through constantly enhancing the user interface on
these devices, and by making the provisioning of data
services on these devices as seamless as possible. With the
acquisition of AT&T Wireless, we believe that Cingular is the
largest provider of wireless data in the US wireless industry
based on annual data revenues for 2004.

Cingular provides wireless access to corporate business
applications for customers who have mobile field person-
nel. Its wireless solutions allow sales managers to access
corporate e-mail when away from the office and allows
technicians to solve problems and access corporate
databases from the field. To defliver these services, Cingular
offers a wide range of wireless data devices for business
needs. Cingular supports all major operating system plat-
forms - BlackBerry, Windows Mobile, Palm and Symbian and
a wide range of devices, including data-enabled handsets,
integrated personal digital assistants (PDAs) (such as,
BlackBemny handhelds), personal computer data cards and
special purpose devices.

Equipment sales

Cingular sells a wide variety of handsets, integrated PDAs
and wireless PC card modems manufactured by various
suppliers for use with its service. Cingular provides postpaid
contract customers substantial equipment subsidies to
initiate or upgrade service. Cingular also provides its
customers and resellers with subscriber identity modules
(SIMs) to use in special purpose devices that they can buy
directly from equipment manufacturers. In addition, Cingu-
lar sells accessories, such as carrying cases, hands-free
devices, batteries, battery chargers and other items fo
consumers and to agents and other third-party distributors
for resale.

NETWORK

Licenses

Cingular has access to wireless licenses to provide voice
and data services over cellular/PCS networks in alf 100 of
the largest US metropolitan areas, covering an aggregate
of 290 million POPs, or approximately 98% of the US popula-
tion. Cingular has also signed numerous roaming agree-
ments to ensure its customers can receive wireless service
in virtually all areas in the United States where cellular/PC$
service is available. Cingular's cellular/PCS networks are
substantially complete.

Technology

In the US wireless telecommunications industry, there are
two principal frequency bands currently licensed by the
FCC for transmitting two-way voice and data signals.
Analog and digital cellular services are provided over the

850 MHz band and digital PCS services are provided over
the 1900 MHz band. PCS infrastructure is characterized by
shorter transmission distances and the need for closer
spacing of cells and towers than in a cellular network to
accommodate the different characteristics of the PCS
radio signals. However, PCS service does not differ function-
ally to the end-user from digital cellular service.

Cingular uses both Global System for Mobile Communi-
cation (GSM) and Time Division Muiltiple Access (TDMA)
technology. These are digital technologies that allow for
numerous advantages over analog service, including ex-
tended battery life, improved voice quality, greater cail
security and lower per-minute costs. Digital service also
enables enhanced features and services. such as interac-
tive messaging. facsimile, e-mail and wireless connections
to computer/data networks and the Internet. Further, GSM
offers three to four times the voice capacity of TDMA
digital technology and provides economies of scale due to
its predominant global use. Hardware and software en-
hancements, referred to as General Packet Radio Service
(GPRS) and Enhanced Data Rates for GSM Evolution
(EDGE). aliow high-speed data communications. Although
Cingular offers analog and digital service in its cellular
markets and digital service in its PCS markets, less than 1%
of Cingular's total usage based on minutes remains on its
analog network.

The operation and performance of today’s wireless
communication networks and handsets is functionally iden-
tical across all digital technologies, and we believe that
wireless customers are generally unaware of or uncon-
cerned with the particular technology of their chosen
wireless carrier. Therefore, we believe that Cingular’s cho-
sen technology path is fully capable of supporting its
business growth strategies in this competitive market.
Nevertheless, to continue to advance and potentiaily
differentiate versus the competition, Cingular is actively
deploying a more advanced 3rd generation (3G)
technology.

Although many advances are still underway for en-
hanced capacity, performance and features in all of the
deployed technologies, Cingular, through its acquisition of
AT&T Wireless, operates its 3rd generation cellular/PCS
system using the Universal Mobile Telecommunications
System (UMTS) standard in six cities (Dallas, San Francisco,
Detroit, Phoenix, Seattle and San Diego). UMTS, like GSM, is
the dominant world standard that has been accepted and
deployed in Europe and Asia. Cingular’s currently deployed
3rd generation UMTS systems allow user average data
download speeds between 220-300 kilobits per second
(kbps). providing the capabillity for a variety of services
such as streaming audio, video, and simultaneous voice
and data applications. Much like Cingular’s EDGE system,
UMTS dilows for packet data enabling “always on” con-
nectivity, which is useful for receiving email when it arrives
versus the need to set aside time for an email download,
allowing billing based on the amount of data transferred,
rather than the amount of time a given device is
connected.

In January 2005, Cingular field tested a higher speed
downlink component of UMTS called “'High Speed Downlink
Packet Access” (HSDPA), which it intends to offer in all of
its UMTS markets. Cingular’s successful field trial of the first
phase of HSDPA, which provides up to 3.6 megabits per
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second {(mbps) peak speed, demonstrated that HSDPA is
the fastest wide-area wireless high speed data solution
available for consumer access in the US. In the next two
years, HSDPA is expected o have average throughput in
the 400-700 kbps range and theoretical speeds of

14 mbps. Cingular currently expects to deploy HSDPA in 15
to 20 markets in 2005, and to provide UMTS/HSDPA in
substantially all of the top 100 markets by the end of 2006.

Spectrum capacity and cdverage

Cingular currently owns licenses for spectrum in the

850 MHz and 1900 MHz bands. We expect that the
demand for its wireless services will grow over the next
several years as the demand for both traditional wireless
voice services and wireless data and Internet services
increases significantly. We anticipate that Cingular will
need access to additional spectrum in selected densely
populated markets to meet expected demand for existing
services and throughout its network to provide
UMTS/HSDPA. Some of this additional spectrum requirement
was met by the acquisition of AT&T Wireless and the
purchase of 1900 MHz spectrum from NextWave Telecom,
Inc. (NextWave).

In order to acquire access to additional spectrum,
Cingular may participate in future FCC auctions and
exchange spectrum with, and lease or purchase spectrum
licenses from, other wireless carriers. On February 15, 2005,
the FCC’s most recent auction of wireless spectrum con-
cluded. Cingular participated in Auction 58 as a
non-controlling equity interest holder in Edge Mobile, LLC
(Edge). Edge was the successful bidder for, and following
the filing and review of the standard applications, expects
to be granted 21 licenses. Edge’s total high bids for the
licenses in which Cingular will have an indirect economic
interest amounted to §184, of which Cingular is obligated
to fund $174. Upon and subject to grant of these licenses
by the FCC, Edge will hold 20 MHz of PCS spectrum in
Pittsburgh and 40 MHz in Dayton, Denver, Kansas City,
Minneapolis, Norfolk, Oklahoma City, Richmond and other
areas, all of which are markets where Cingular currently
operates. Cingular may also obtain additional spectrum
capacity through mergers and acquisitions, joint ventures
and alliances.

Network integration

The acquisition of AT&T Wireless provided Cingular with
significantly more cell sites covering its footprint than any
other operator in the US. To ensure the additional cell sites
result in improved coverage for its customers, Cingular has
activated “home-on-home roaming’ between the previous
AT&T Wireless and Cingular systems allowing former AT&T
Wireless customers to roam onto Cingular networks where
they did not have AT&T Wireless coverage and similarly for
Cingular customers. Cingular intends to maintain this im-
proved coverage and to continue network construction to
add a iarge number of new cell sites to further bolster its
coverage advantage.

Cingular also has opportunities to reduce the ongoing
cost of the business in areas where the former Cingular and
AT&T Wireless had comparable coverage, such as when
they were both co-ocated on the same cell site. In these
situations, Cingular infends to choose the best cell sites
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and de-commission the other cell sites. This process will
occur during integration, when both networks are com-
bined into one commonly controlled network. Cingular
expects to have over 40% of the networks integrated by
the end of 2005, and finalize its network integration by the
end of 2006.

COMPETITION

There is substantial and increasing competition in all
aspects of the wireless communications industry. Cingular
competes for customers based principally on its reputation,
network quality, customer service, price and service
offerings.

Cingular’'s competitors are principally the other largest
national providers of celiular, PCS and other wireless
communications services - Verizon Wireless inc., Sprint PCS,
Nextel Communications Inc. and T-Mobifle, which together
with Cingular served over 90% of the US wireless customers.
Cingular's competitors also include regionat carriers, such
as U.S. Cellular and Alitel Corporation. niche carriers, such
as MetroPCS and Cricket Communications Inc. and resel-
lers. Some of the indirect retailers who sell Cingular’s
services also selt its competitors’ services. Cingular ranks
first among the five national carmers in terms of customers
served as of December 31, 2004, and second in 2004
revenues. Verizon Wireless ranks second in terms of cus-
tomers served and first in terms of revenues for 2004.

Regulatory policies favor robust competition in wireless
markets. Wireless Local Number Portability (WLNP), which
was implemented by the FCC late in 2003, has also
increased the level of competition in the industry. WLNP
allows subscribers to switch carmiers without having to
change their telephone numbers.

Consolidation, alliances and business ventures may in-
crease competition. Consolidation and the formation of
alliances and business ventures within the wireless commu-
nications industry have occurred and Cingular expects that
this trend will continue. Consolidation may create larger,
better-capitalized competitors with substantial financial,
technical, marketing. distribution and other resources to
compete with Cingular's product and service offerings. In
addition, global combinations of wireless carriers - such as
the joint venture between Sprint PCS and Virgin Group ttd.,
Verizon Wireless, which is a joint venture between Verizon
Communications and Vodafone Group Pic, and mergers
and acquisitions, such as the ownership of T-Mobile by
Deutsche Telekom AG and proposed mergers of Sprint
Corporation and Nextel, and Alltel and Western Wireless
Corporation - may give some domestic competitors better
access to international technologies, marketing expettise

. and strategies and diversified sources of capital. Other

large, national wireless carnlers have offiliations with a
number of smaller, regional wireless carriers that offer
wireless services under the same national brand. thereby
expanding the national carrier’s perceived national scope.
Cingular’s ability to compete successfully will depend, in
part, on the quality of its network, customer service, and
sales and distribution channels, as well as its marketing
efforts and ability to anticipate and respond to various
competitive factors affecting the industry. These factors
include the introduction of new services and technologies,
changes in consumer preferences, demographic trends,



economic conditions, pricing strategies of competitors and
its ability to take advantage of its relationship with SBC
and BellSouth. As a result of competition, Cingular has in
the past and may in the future be required to:

* increase its spending to retain customers;

« restructure its service packages to include more
compelling products and services;

« further upgrade its network infrastructure and the
handsets it offers: and

« increase its advertising, promotional spending, com-
missions and other customer acquisition costs.

WIRELESS REGULATORY ENVIRONMENT

The FCC regulates the licensing, construction, operation,
dacquisition and transfer of wireless systems in the US
pursuant to the Communications Act of 41934 and its
associated rules, regulations and policies. Additional infor-
mation relating to federal and state reguiation of Cingu-
lar's wireless operations is contained under the heading
“Management’s Discussion and Analysis of Financial Condi-
tion and Results of Operations - Operating Environment —
Wireless Regulatory Environment”, and is incorporated
herein by reference.

Adyvertising & Publishing Group
OVERVIEW

We are one of the leading publishers of telephone directo-
ties in the United States. Our Advertising & Publishing Group
publishes more than 500 directories and distributes approxi-
mately 63 million copies to residences, businesses and
government agencies in the Southeast. Revenues from this
group represented approximately 10% of our total operat-
ing revenues in 2004, 2003 and 2002.

We publish alphabetical white page directories of busi-
ness and residential telephone subscribers in substantially
all of our wireline telecommunications markets and sell
advertising in and publish classified directories under The
Real Yeliow Pages® trademark in the same markets. The
published advertising is made available through our own
RealPages.com site and through partnerships with multiple
search engines.

We continually seek to expand our Advertising & Publish-
ing business by increasing advertising saies in our traditionat
directory and electronic products. We also market to
customers with unique directory and advertising needs.
Examples of such expanded directory services and prod-
ucts include our Companion directory, a smaller, more
portable version of the traditional print directory, and
electronic search engine advertising.

While print yellow pages remain a significant source of
information for many customers searching for local contact
information, a growing number of customers are going
online for their local searches, and a growing number of
advertisers are including online advertising with their print
media buys. In November 2004, the directory businesses of
BellSouth and SBC created an Internet yellow pages joint
venture by acquiring the highly recognized Yel-
fowPages.com brand, with the goal of becoming the

market leader in Internet yellow pages and local Intermnet
search.

We also provide telephone directory and electronic
sales and publishing services for nonaffilicted telephone
companies and receive a portion of the advertising reve-
nue as a commission. During 2004, we contracted with
101 nondffiliated telephone companies to sell advertising in
over 549 classified directories in 42 states. We also act as
an agent for national yellow page ad placements in
50 states on behalf of over 413 companies.

BUSINESS STRATEGY

We are committed to remaining the preferred comprehen-
sive source linking buyers and sellers in the local, regional
and national marketplace. To achieve this objective, we
intend to:

* maintain product leadership by reinvesting in our
products and making strategic investments to pro-
mote our products;

« grow revenues through new products and product
enhancements, including the development and in-
creased distribution of internet and niche products
and by expanding our existing markets through new
market overlays and traditional market re-scoping;

» attract new customers and retain our existing cus-
tomer base by offering competitive pricing and incen-
tive programs to encourage new customers and to
reward current customers for their tenure; and

« continue to improve operational efficiency.

COMPETITION

Competition in the yellow pages industry continues to
intensify. Major markets are seeing multiple competitors,
with many different media competing for advertising reve-
nue. Within the print yellow pages, we compete primarily
with Yellow Book USA, White Publishing, R.H. Donnelly, and
Verizon. Other electronic competitors include Google,
Yahool.ocal, SuperPages.com and other internet search
engines that have a smalt but growing percentage of
yellow page-like searches. Competition for directory sales
agency contracts for the sale of advertising in publications
of nondfiiliated companies also continues to be strong. We
continue to respond to the increasing competition and the
dynamic media environment with investments in product
enhancements, multiple delivery options, local promations,
customer value plans, increased advertising, and sales
execution.

Latin American Group

On March 5, 2004, we signed an agreement with Telef6-
nica Moviles, S.A., the wireless affiliate of Telefénica, S.A.,
to sell all our interests in our Latin American operations.
During October 2004, we closed on the sale of 8 of the 10
properties: Venezuela, Colombia, Ecuador, Peru, Guate-
mala, Nicaragua, Uruguay and Panama. We closed on the
sale of the remaining two properties (Argentina and Chile)
in January 2005.
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Intellectual Property

BellSouth’s intellectual property portfolio is a major compo-
nent of our ability to be a leading and innovative telecom-
munications services provider. We diligently protect and
work to build our intellectual property rights through pat-
ent, copyright, trademark and trade secret laws. We also
use various licensed inteliectual property to conduct our
business.

in addition to using our intellectual property in our own
operations, BellSouth grants licenses to certain other com-
panies to use our intellectual property.

From time to time, BellSouth receives notices from third
parties asserting patent and other intellectuai property
claims. Regardless of the merit of such claims, they may
require significant resources to investigate and defend
and, if an infringement claim is successful, in the event we
are unable to license the infringed technology or to
substitute acceptabie non-infringing technology, our busi-
ness could be adversely affected.

Research and Development

Research and development in our industry is primarily
driven by equipment manufacturers. in addition, we con-
duct research and development activities internally and
through external vendors, primarily Telcordia Technologies.
Telcordia provides research and development and other
services to us and other telecommunications companies.
We have contracted with Telcordia for ongoing support of
engineering and systems. in addition, we are a member of
the National Telecommunications Alliance, an organization
that supports our commitment to national security and
emergency preparedness.

Employees

At December 31, 2004, we employed almost 63,000 individ-
uals. About 67% of BellSouth’s employees at December 31,
2004 were reprosented by the Communications Workers of
America (CWA), which is afffiated with the AFL-CIO.
Collective bargaining agreements with the CWA were last
ratified in September 2004. These five-year contracts, which
expire August 8, 2009, cover approximately 42,000 employ-
ees. The contracts include basic wage increases of 1% in
year one, 2% in year two and annua! increases of 2.5% in
years three through five totaling 10.5% over the contract
term. The contracts also provide for a 4% lump-sum
payment upon ratification by the membership. in addition,
the agreements provide for a standard incentive award of
2% in the first three years of the contract increasing to 3%
in years four and five. Other terms of the agreements
include pension band increases and pension plan cash
balance improvements for active employees. We expect
the agreements to continue to give us the workforce
planning flexibility needed to respond to changing market-
place conditions.
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Properties

Our properties do not lend themselves to description by
character or location of principal units. Our investment in
property. plant and equipment in our consolidated opera-
tions consisted of the following at December 31:

2003 2004

Outside plant 40.5% 43.0%
Central office equipment 39.7 447
Operating and other equipment 7.9 3.6
Land and buildings 7.7 7.6
Furmniture and fixtures 3.8 3.8
Plant under construction 04 0.3

100%  100%

Almost all of these properties are located in our Com-
munications Group segment.

Outside plant consists of connecting lines (aerial, under-
ground and buried cable) not on customers’ premises, the
majority of which is on or under public roads, highways or
streets, while the remainder is on or under private property.
We currently self-insure all of our outside plant against
casualty losses. Central office equipment substantially con-
sists of digital electronic switching equipment and circuit
equipment. Land and buildings consist principally of central
offices and administrative space. Operating and other
equipment consists of wireless network equipment, embed-
ded infrasystem wiring (substantially all of which is on the
premises of customers), motor vehicles and other equip-
ment. Central ofice equipment, buildings, fumniture and
fixtures and certain operating and other equipment are
insured under a blanket property insurance program. This
program provides substantiat limits of coverage against “all
risks” of loss including fire, windstorm, flood, earthquake
and other perils not specifically excluded by the terms of
the policies. _

Substantially all of the installations of central office
equipment for the wireline communications business are
located in buildings and on land owned by BST. Many
garages. administrative and business offices and telephone
service centers are in leased quarters. Most of the land
and buildings associated with our nonwirefine businesses
and administrative functions are leased.

Legal Proceedings

EMPLOYMENT CLAIM

On Aprit 29, 2002, five African-American employees filed a
putative class action lawsuit, captioned Gladys Jenkins et
al. v. BellSouth Corporation, against the Company in the
United States District Court for the Northern District of
Alabama. The complaint alleges that BellSouth discrimi-
nated against current and former African-American em-
ployees with respect to compensation and promotions in
violation of Title VIl of the Civil Rights Act of 1964 and

42 USC Section 1984, Plaintiffs purport to bring the claims
on behalf of two classes: a class of all African-American
hourly workers employed by BellSouth Telecommunications
at any time since April 29, 1998, and a class of all African-
American salaried workers employed by BellSouth Telecom-



munications at any time since April 29, 1998 in manage-
ment positions at or below Job Grade 59/Level C. The
plaintiffs are seeking unspecified amounts of back pay,
benefits, punitive damages and attorneys’ fees and costs,
as weli as injunctive relief. At this time, the likely outcome
of the case cannot be predicted, nor can a reasonable
estimate of the amount of loss, if any, be made.

SECURITIES AND ERISA CLAIMS

From August through October 2002, several individual
shareholders filed substantially identical class action law-
suits against BellSouth and three of its senior officers
alleging violations of the federal securities laws. The cases
have been consolidated in the United States District Court
for the Northern District of Georgia and are captioned In re
BeliSouth Securlties Litigation. Pursuant to the provisions of
the Private Securities Litigation Reform Act of 1995, the
court has appointed a Lead Plaintiff. The Lead Plaintiff filed
a Consolidated and Amended Class Action Complaint in
July 2003 on behailf of two putative classes: (1) purchasers
of BellSouth stock during the period November 7, 2000
through February 19, 2003 (the class period) for alleged
violations of Sections 10(b) and 20 of the Securities
Exchange Act of 1934 and (2) participants in BellSouth’s
Direct Investment Plan during the class period for alieged
violations of Sections 11, 12 and 15 of the Securities Act of
4933. Four outside directors were named as additional
defendants. The Consolidated and Amended Class Action
Compilaint alleged that during the class period, the Com-
pany (1) overstated the unbilled receivables balance of
its Advertising & Publishing subsidiary; (2) failed to properly
implement SAB 101 with regard to its recognition of
Advertising & Publishing revenues; (3) improperly billed
competitive local exchange carriers (CLEC) to inflate
revenues; (4) failed to take a reserve for refunds that
ultimately came due following litigation over late payment
charges: and (5) failed to properly write down goodwilt of
its Latin American operations. On February 8, 2005, the
district court dismissed the Exchange Act claims, except
for those relating to the writedown of Latin American
goodwill. On that date, the district court also dismissed the
Securities Act claims, except for those relating to the
writedown of Latin American goodwill, the allegations
relating to unbilled receivables of the Company’s Advertis-
ing & Publishing subsidiary, the implementation of SAB 104
regarding recognition of Advertising & Publishing revenues
and alleged improper billing of CLECs. The plaintiffs are
seeking an unspecified amount of damages, as well as
attorneys’ fees and costs. At this time, the likely outcome
of the case cannot be predicted, nor can a reasonable
estimate of foss, if any, be made.

In February 2003, a similar complaint was filed in the
Superior Court of Fulton County, Georgia on behalf of
participants in BeliSouth’s Direct Investment Plan alleging
violations of Section 11 of the Securities Act. Defendants
removed this action to federal court pursuant to the
provisions of the Securities Litigation Uniform Standards Act
of 4998. In July 2003, the federal court issued a ruling that
the case should be remanded to Fulton County Superior
Court. The Fulfon County Superior Court has stayed the

case pending resolution of the federal case. The plaintiffs
are seeking an unspecified amount of damages, as well as
attorneys’ fees and costs. At this time, the likely outcome
of the case cannot be predicted, nor can a reasonable
estimate of loss, if any, be made.

In September and October 2002, three substantially
identical class action lawsuits were filed in the United
States District Court for the Northern District of Georgia
against BellSouth, its directors, three of its senior officers,
and other individuals, alleging violations of the Employee
Retirement Income Security Act (ERISA). In January 2004, a
fourth ERISA class action lawsuit was filed in the same
court. All the cases have been consolidated and an
Amended Consolidated Complaint was filed on April 2,
2004. The plaintiffs, who seek to represent a putative class
of participants and beneficiaries of BellSouth’s 401(k) plans
(the Plans), allege in the Consolidated Complaint that the
company and the individual defendants breached their
fiduciary duties in violation of ERISA, by among other things.
(1) failing to provide accurate information to the Plans’
participants and beneficiaries; (2) failing to ensure that
the Plans’ assets were invested properly; (3) failing to
monitor the Plans’ fiduciaries; (4) failing to disregard Plan
directives that the defendants knew or should have known
were imprudent and (5) failing fo avoid conflicts of
inferest by hiring independent fiduciaries to make invest-
ment decisions. The plaintiffs are seeking an unspecified
amount of damages, injunctive relief, attorneys’ fees and
costs. Certain underlying factual allegations regarding
BeliSouth’s Advertising & Publishing subsidiary and its former
Latin American operation are substantially similar to the
allegations in the putative securities class action captioned
In re BellSouth Securities Litigation, which is described
above. At this time, the likely outcome of the cases cannot
be predicted, nor can a reasonable estimate of loss, if any,
be made.

ANTITRUST CLAIMS

In December 2002, a consumer class action alleging
antitrust violations of Section 41 of the Sherman Antitrust Act
was filed against BeliSouth, Verizon, SBC and Qwest,
captioned William Twombley, et al v. Bell Atiantic Corp., et
al, in Federal Court in the Southern District of New York. The
complaint alleged that defendants conspired to restrain
competition by “agreeing not to compete with one
another and otherwise allocating customers and markets
to one another.”” The plaintiffs are seeking an unspecified
amount of treble damages and injunctive relief, as well as
attomeys’ fees and expenses. In October 2003, the district
court dismissed the complaint for failure o state a claim
and the case is now on appedl.

in June 2004, the U.S. Court of Appeals for the 14™
Circuit affirmed the District Court’s dismissal of most of the
antitrust and state law claims brought by a plaintiff CLEC in
a case captioned Covad Communications Company. et al
v. BeliSouth Corporation, et al. The appeliate court, how-
ever, permitted a price squeeze claim and certain state
tort claims to proceed. At this time, the likely outcome of
the case cannot be predicted, nor can a reasonable
estimate of loss, if any, be made.
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ENVIRONMENTAL MATTERS

We are subject to a number of environmental matters as a
result of our operations and the shared liability provisions

- related to the breakup of the Bell System. At December 34,

2004, our recorded liability related to these matters was
approximately $40 million. We continue to beiieve that
expenditures in connection with additional remedial ac-
tions under the current environmental protection laws or
related matters will not be material to our results of
operations, financial position or cash flows.

OTHER MATIERS

We are subject to claims arising in the ordinary course of
business involving allegations of personal injury, breach of
contract, anti-competitive conduct, employment law is-
sues, regulatory matters and other actions. BST is also
subject to claims attributable to pre-divestiture events,
including environmental liabilities, rates and contracts.
Certain contingent liabilities for pre-divestiture events are
shared with AT&T Corp. While complete assurance cannot
be given as to the outcome of any legal claims, we
believe that any financlal impact should not be material to
our results of operations, financial position or cash flows.
See Note Q to our consolidated financial statements.

Submission of Matters to a Vote of
Shareholders

No matter was submitted to a vote of shareholders in the
fourth quarter of the fiscal year ended December 341, 2004.

Additional Information - Description of
BellSouth Stock

GENERAL

Our Articles of Incorporation authorize the issuance of
8.,650,000.,000 shares of common stock, par value $1 per
share, and 100,000,000 shares of cumulative, first preferred
stock, par value $1 per share. Our Board of Directors is
authorized to create from the unissued common stock one
or more series, and, prior to the issuance of any shares in
any particular series, to fix the voting powers, preferences,
designations, rights, qualifications, limitations or restrictions
of such series. The Board has not created any series of
common stock. The Board is also authorized to provide for
the issuance, from time to time, of the first preferred stock
in series and, as to each series, to fix the number of shares
in such series and the voting, dividend, redemption, liqui-
dation, retirement and conversion provisions applicabie to
the shares of such series. No shares of first preferred stock
are outstanding. The Board has created Series B First
Preferred Stock consisting of 30 million shares for possible
issuance under the BellSouth Shareholder Rights Plan. The
Series A First Preferred Stock was created for a previous
shareholder rights plan, which has expired. See "—Pre-
ferred Stock Purchase Rights” and “Market for Registrant’s
Common Equity, Related Shareholder Matters and Issuer
Purchases of Equity Securities.”
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DIVIDEND RIGHTS

The holders of common stock are entitled to receive, from
funds legally available for the payment thereof, dividends
when and as declared by resolution of the Board. While
any series of preferred stock is outstanding. no dividends,
other than dividends payable solely in common stock, may
be declared or paid on common stock, and no common
stock may be purchased, redeemed or otherwise acquired
for value, unless (a) dividends on all outstanding shares of
preferred stock for the cumrent and alt past dividend
periods have been paid or declared and provision made
for payment thereof and (b) all requirements with respect
to any purchase, retirement or sinking fund or funds
applicable to all outstanding series of preferred stock have
been satisfied.

VOTING RIGHTS

Except in connection with the “business combinations” and
“fair price’” provisions discussed below, holders of shares of
common stock are entitled to one vote, in person or by
proxy, for each share held on the applicable record date
with respect to each matter submitted to a vote at a
meeting of shareholders, but such holders do not have
cumulative voting rights. The holders of any serles of
preferred stock, when issued, may receive the right to vote
as a class on certain amendments to the Arficles of
Incorporation and on certain other matters, including the
election of directors in the event of certain defauits, which
may include nonpayment of preferred stock dividends.

LIQUIDATION RIGHTS

In the event of voluntary or involuntary liquidation of
BeliSouth, holders of the common stock will be entitled to
receive, after creditors have been paid and the holders of
the preferred stock, if any, have received their liquidation
preferences and accumulated and unpaid dividends, all
the remaining assets of BellSouth.

DIRECTORS

In 2004, our shareholders approved an amendment to our
By-laws to eliminate the classified Board structure. As a
result, each director is elected annuaily for a one year
term. The By-laws also provide that shareholders may
remove directors from office only for cause, and can
amend the By-laws with respect to the number of directors
or amend the board classification provisions only by the
daffirmative vote of the holders of at least 75% of the
outstanding shares entitled to vote for the election of
directors.

PRE-EMPTIVE RIGHTS; CONVERSION RIGHTS;
REDEMPTION

No shareholders of any class shall be entitied to any

preemptive rights 1o subscribe for or purchase any shares
or other securities issued by BellSouth. The common stock
has no conversion rights and is not subject to redemption.



PREFERRED STOCK PURCHASE RIGHTS

Each share of common stock outstanding includes one
preferred stock purchase right (Right). Under certain cir-
cumstances, each Right will entitle the holder to purchase
one one-thousandth of a share of Series B Preferred Stock,
$1 par value (Common Equivalent Preferred Stock), which
unit is substantially equivalent in voting and dividend rights
to one whole share of the common stock. at a price of
$200 per unit (the Purchase Price). The Rights are not
presently exercisable and may be exercised only if a
person or group (Acquiring Person) acquires 15% of the
outstanding voting stock of BellSouth without the prior
approval of the Board or announces a tender or exchange
offer that would result in ownership of 15% or more of the
common stock.

If an Acquiring Person becomes such without prior Board
approval, the Rights are adjusted. and each holder, other
than the Acquiring Person, then has the right to receive, on
payment of the Purchase Price, the number of shares of
common stock, units of the Common Equivalent Preferred
Stock or other assets having a market value equal to twice
the Purchase Price.

The Rights currently trade with the common stock and
expire in December 2009.

BUSINESS COMBINATIONS

The Georgia legislature has enacted legislation which
generally prohibits a corporation which has adopted a By-
law electing to be covered thereby, which BellSouth has
done, from engaging in any “business combination”, that is
a merger, consolidation or other specified corporate trans-
action, with an “inferested shareholder”, a 10% share-
holder or an dffiliate of the corporation which was a 10%
shareholder at any time within the preceding two years, for
a period of five years from the date such person becomes
an interested shareholder, unless the interested shareholder
(a) prior to becoming an interested shareholder, obtained
the approval of the Board of Directors for either the
business combination or the transaction which resulted in
the shareholder becoming an interested shareholder,

(b) becomes the owner of at least 90% of the outstanding
voting stock of the corporation in the same transaction in
which the interested shareholder became an interested
shareholder, exciuding for purposes of determining the
number of shares outstanding those shares owned by
officers, directors, subsidiaries and cerfain employee stock
plans of the corporation or (¢) subsequent 1o the acquisi-
tion of 10% or more of the outstanding voting stock of the
corporation, acquires additional shares resulting in owner-
ship of at least 90% of the outstanding voting stock of the
corporation and obtains approval of the business combina-
tion by the holders of a majority of the shares of voting
stock of the corporation, other than those shares held by
an interested shareholder, officers, directors, subsidiaries
and certain employee stock plans of the corporation.

BellSouth’s “business combinations” By-law may be re-
pealed only by an afirmative vote of two-thirds of the
continuing directors and a majority of the votes entitled to
be cast by the sharehoiders, other than interested share-
holders, and shall not be effective until 18 months after
such shareholder vote. The Georgia statute provides that a
domestic corporation which has thus repealed such a By-
law may not thereafter readopt the By-law as provided
therein. )

FAIR PRICE PROVISIONS

“Fair price”’ provisions contained in the Articles of Incorpo-
ration require, generally, in connection with a merger or
similar transaction between BeliSouth and an “interested
shareholder,” the unanimous approval of BeliSouth’s direc-
tors not affiliated with the interested shareholder or the
affirmative vote of two-thirds of such directors and a
majority of the outstanding shares held by disinterested
shareholders, unless (a) within the past three years the
shareholder has been an interested shareholder and has
not increased its shareholdings by more than one percent
in any 12-month period or (b) all shareholders receive at
least the same consideration for their shares as the
interested shareholder previously paid. Additionally, these
provisions may be revised or rescinded only upon the
affirmative vote of at least two-thirds of the directors not
afiliated with an interested shareholder and a majority of
the outstanding shares held by disinferested shareholders.

LIMITATION ON SHAREHOLDERS' PROCEEDINGS

Our By-laws require that notice of shareholder nominations
for directors and of other matters to be brought before
annual shareholders’ meetings must be provided in writing
to the Corporate Secretary of BeliSouth not later than the
75th day nor earlier than the 120th day prior to the date
which is the anniversary of the annual meeting of share-
holders held in the prior year. Such By-laws also provide
that a special shareholders” meeting may be called by
shareholders only upon written request signed by the
holders of at ieast three-quarters of the outstanding shares
entitled to vote at the meeting.

The provisions discussed under the four preceding sub-
headings and the ability to issue first preferred stock, such
as the Series B First Preferred Stock described above, with
characteristics established by the Board and without the
consent of the holders of common stock and the ability to
issue additional shares of common stock, may have the
effect of discouraging takeover attempts and may also
have the effect of maintdining the position of incumbent
management. In addition, these provisions may have a
significant effect on the ability of our shareholders to
benefit from certain kinds of transactions that may be
opposed by the incumbent Board.
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Executive Officers

The executive officers of BeliSouth Corporation are listed below:

This

Officer Office
Name Age Office Since Since
F. Duane Ackerman 62 Chairman of the Board, President and 1983 1997

Chief Executive Officer '

Richard A. Anderson 46 Vice Chairman - Planning and Administration 1993 2005
Francis A. Dramis, Jr. 56 Chief Information, E-Commerce and Security Officer 1998 2000
Ronald M. Dykes 58 Chief Financial Officer 1988 1995
Mark L. Feidler 48 Chief Operating Officer 2004 2005
Marc Gary 52 General Counsel 2004 2004
Isaiah Harris, Jr. 52 President — BellSouth Advertising & Publishing Group 1997 2005
W. Patrick Shannon 42 Senior Vice President - Finance and Controller 1997 2005

All of the executive officers of BellSouth, other than
Mr. Feidler and Mr. Gary, have for at least the past five
years held high level management or executive positions
with BeliSouth or its subsidiaries. Prior to joining BellSouth in
January 2004, Mr. Feidier had been Chief Operating Officer
of Cingular since October 2000. Prior to that, he held
various senior positions with BellSouth’s domestic wireless
operations. Prior to his election as General Counsel effec-
tive in October 2004, Mr. Gary was Vice President and
Associate Generai Counsel since May 2000 and. prior to
that, he was a partner at the law fir of Mayer Brown &
Platt.

All officers serve until their successors have been elected
and quadlified.

Website Access

Our website address is www.bslisouth.com. You may obtain
free electronic coples of our annual reports on Form 10K,
quarterly reports on Form 10-Q, current reports on Form 8-K,
and all amendments to those reports at our investor
relations website, www.bellsouth.com/investor/, under the
heading “SEC Filings.” These reports are available on our
investor relations website as soon as reasonably practica-
ble after we electronically file them with the SEC.

We have adopted a written code of ethics that applies
to all directors, officets and employees of BeliSouth, includ-
ing our principal executive officer and senior financial
officers, in accordance with Section 406 of the Sarbanes-
Oxiey Act of 2002 and the rules of the Securlties and
Exchange Commission promuigated thereunder. The code
of ethics, which we call “Qur Values in Action”, is available
on our corporate governance website,
www.bellsouth.com/corporate_governance/. In the event
that we make changes in, or provide waivers from, the
provisions of this code of ethics that the SEC requires us to
disclose, we intend to disclose these events on our corpo-
rate governance website.

We have adopted corporate governance guidelines.
The guidelines, which we call “corporate governance
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principles”, and the charters of our board committees, are
avadilable on our corporate governance website. Copies of
the code of ethics, corporate governance guidelines and
board committee charters are ailso available in print upon
written request to the Corporate Secretary, BeliSouth Cor-
poration, Suite 2004, 1155 Peachtree Street, N.E., Atlanta,
Georgia 30309-3610.

PART i

Market for Registrant’s Common Equity,
Related Shareholder Matters and Issuer
Purchases of Equity Securities

The principal market for trading in BellSouth common stock
is the New York Stock Exchange, Inc. (NYSE). BeliSouth
common stock is also listed on the London, Frankfurt,
Amsterdam and Swiss exchanges. The ticker symbol for
BellSouth common stock is BLS. At January 31, 2005, there
were 688,379 holders of record of BellSouth common stock.
Market price data was obtained from the NYSE Composite
Tape, which encompasses trading on the principal United
States stock exchanges as well as off-board trading. High
and low prices represent the highest and lowest sales
prices for the periods indicated.

Per Share
Market Prices Dividends
High Low Declared
2003
First Quarter $30.00 $19.79 $ .21
Second Quarter 27.98 24.00 23
Third Quarter 27.92 23.45 .23
Fourth Quarter 28.37 22.19 25
2004
First Quarter $34.00 $26.13 $.25
Second Quarter 27.86 24.46 .27
Third Quarter 27.94 25.08 .27
Fourth Quarter 28.96 25.65 .27



The following table contains information about our purchases of equity securities during the fourth quarter of 2004.

Issuer Purchases of Equity Securities

Total Number of Shares Approximate Dollar
Purchased as Part of a Vaiue that May Yet Be
Total Number of Average Price Publicly Announced Purchased Under the

Perlod Shares Purchased( 1) Paid per Share Plan(2) Plan(2)
October 4-34, 2004 76,275 $27.50 - -
November 4-30, 2004 1,699,800 $27.88 - -
December 1-31, 2004 62,621 $27.96 - -
Total 4,838,696 - -

(1) Includes 138,896 shares purchased from employees to pay taxes related to the vesting of restricted shares, at an average price of $27.70, and
1.699,800 shares purchased from the external markets. at an average price of $§27.88. Exciudss shares purchased from employees 1o pay taxes
related to the exercise of stock options.

(2) Our publicly announced stock repurchase program expired pursuant to its terms on December 31, 2003.

Stock Transfer Agent and Registrar

Melion Investor Services, LLC is our stock transfer agent and registrar.
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SELECTED FINANCIAL AND OPERATING DATA
DOLLARS ARE IN MILLIONS, EXCEPT PER SHARE AMOUNTS

The comparability of the following Selected Financial and Operating Data is significantly impacted by various changes in
accounting principle and merger, acquisition and disposition activity. The more significant items include the formation of
Cingular in October 2000. which resulted in a reduction in revenues and expenses caused by the contribution of our
wireless operations to Cingular; the adoption of Statement of Financial Accounting Standards (SFAS) No. 142, “Goodwill
and Other Intangible Assets”, effective January 4, 2002, which resulted in the cessation of amortization of goodwill. and
the adoption of SFAS No. 143, “Accounting for Asset Retirement Obllgahons”, effective January 4, 2003, which resulted in
a reduction in depreciation expense.

At December 31 or for the year ended 2000 2004 2002 2003 2004
income Statement Data: :
Operating revenues $23,245 $21.214  $20,207 $20,341  $20,300
Operating expenses 16,663 15,339 15,753 14,784 45,011
Operating income 6,682 5,872 4,454 5,557 5,289
Income from continuing operations before discontinued operations

and cumulative effect of changes in accounting principle 4,236 2,786 3,475 3.488 3,394
Income (loss) from discontinued operations, net of tax (118) (339) (867) 104 1,364
Income before cumulative effect of changes in accounting principle 4,118 2.447 2,608 3,589 4,758
Cumulative effect of changes in accounting principle, net of tax - - (4.285) 315 -
Net income 4,448 2.447 1.323 3.904 4,758
Operating income margin ) 28.3% 27.7% 22.0% 27.3% 26.1%

Diluted earnings per share of common stock:

Income before discontinued operations and cumulative effect of

changes in accounting principle $ 224 § 448 S§ 4185 S 188 § 41.85
Income before cumulative effect of changes in accounting

principle $ 248 § 130 $ 139 S 4194 § 259
Net income $ 248 $§ 4130 S 074 $ 241 § 259

Other Financial Data:

Diluted weighted-average shares of common stock

outstanding (millions) 1,893 1.888 1,876 1,852 1,836
Dividends deciared per share of common stock $ 076 $ 076 S 079 S 092 § 4.06
Total assets $50,925 $52.046 $49,479 $49,702 §59,496
Long-term debt 12,463 16,014 12,283 14,489 15,108
Shareholders’ equity 16,993 18,758 17.906 19.712 23,066
Construction and capital expenditures $ 6169 §$ 5495 § 3536 S 2926 § 3,193
Book value per common share $ 908 $ 999 § 963 § 41077 § 12.60
Ratio of earnings to fixed charges 5.36 3.98 5.03 5.68 6.00
Debt ratio 54.0 51.7 49.2 43.1 47.1

Operating Data:

Access lines in service (in thousands) 24546 23,824 23.005 22,263 24,356
Retail long distance customers (in thousands) — — 1,002 3.960 6,430
DSL customers (in thousands) 215 624 1,021 1,462 2,096
Cingular Wireless customers (in thousands) 18,558 24,596 24,925 24,027 49,109
Number of employees 103,916 87.875 77,020 75,743 62,564

See “Management's Discussion and Analysis of Financial Condition and Results of Operations ~ Consolidated Resuits of
Operations” for a discussion of unusual items affecting the results for 2002, 2003 and 2004.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
DOLLARS ARE IN MILLIONS, EXCEPT PER SHARE AMOUNTS AND AS OTHERWISE INDICATED

BELLSOUTH CORPORATION

Overview

We are a Fortune 100 company with annual revenues of
over $20 billion. Our core business Is wireline communica-
tions and our largest customer segment is the retail
consumer. We have interests in wireless communications
through our ownership of approximately 40% of Cingular
Wireless (Cingular), the nation’s largest wireless company
based on number of>customers. We also operate one of
the largest directory advertising businesses in the United
States. The great majority of our revenues are generated
based on monthly recurring services.

We operate much of our business in one of the country’s
strongest regional economies, where the population is
increasing, real income growth is outpacing the national
average and a diverse mix of businesses require advanced
information and communication technology solutions. The
Southeast is a positive net migration region, with net
migration averaging almost 500 thousand annuatly. The
region’s real income is expected to grow 10% fo 15%
faster than the national average in the next five years.

INDUSTRY DYNAMICS

The communications industry has experienced a very
dificult period of contraction brought on by over-invest-
ment in the late 1990s that created significant excess
capacity with many companies competing for the same
business. Demand in the traditional voice business has been
negatively impacted by the proliferation of wireless ser-
vices led by one-rate pricing plans that include a large
bucket of minutes and free roaming and long-distance, the
popularity of e-mail and instant messaging. technological
advances such as cable and DSL, that obviate the need
for additional telephone lines, and stagnant job growth.
After a period of significant growth in the 1990s, access
lines, a key driver of our business, have declined steadily
since 2001.

Based on comparisons to penetration rates in other
parts of the world, there is still significant growth potential
in the wireless market in the United States. There are
currently five national wireless companies engaging in
aggressive competition in a growing market. The intense
competition has driven down pricing, increased costs due
to customer chum and increased wireless usage as com-
panies attempt to differentiate their service plans. Mean-
while, significant capital is being invested in networks to
meet increasing demand and fo upgrade capabilities in
anticipation of the development of new data applications.

REGULATION AND COMPETITION

Our wireless and wireline business are subject to vigorous
competition. In addition, both are subject to regulation.
Because of changes to federal law in the early 4990s,
our wireless business is now subject to somewhat more
rational regulation than our wireline business. The legal

changes generally preempted states from exercising any
entry or rate regulation on commercial mobile services,
while aliowing states to regulate other terms and condi-
tions. Our wireline business is subject to dual state -and
federal regulation. The Telecommunication Act of 1996
produced additional regulation of our wireline business.
Since Its passage, the FCC has pursued a course of sharing
(unbundling) of our network with competitors, and has
prescribed a pricing policy (TELRIC) that does not permit
fair cost recovery. The unbundling rules have been invali-
dated by the courts on three separate occasions, but not
before the unbundling required by its invalid policies had
been generally implemented in our contracts with
competitors.

We expect the FCC’s recent decision to end the
unbundled network elements platform (UNE-P) to restore
some rationality to the wireline mass market. Other parts of
the FCC decision governing the unbundiing of high capac-
ity loops and transport that competitors use to provide
services to business customers provide relief in a small
number of locations, but do not recognize the substantial
competition we face for business customers in many other
areas. Our states generally continue to exercise economic
regulation over most of the revenue generated by intra-
state telecommunications services. in recent years, we
have achieved some success in rebalancing state tele-
communication rates and in gaining some freedom from
state regulation of our broadband services.

We also obtained some broadband freedom through a
recent FCC decision not to require unbundiing of installa-
tions that bring fiber optic technology within 500 feet of a
customer’s premises. We equipped more than 100,000
homes with this technology in 2004, and expect to con-
tinue deployments in 2005.

Despite these successes, our wireline business remains
more regulated than competing businesses that use cable
or wireless technologies. We will accordingly continue to
encourage regulatory reform in every appropriate forum.

ACQUISITIONS AND DISPOSITIONS

On October 26, 2004, Cingular completed its previously
announced acquisition of AT&T Wireless. With the close of
the transaction, Cingutar management moved immediately
to begin integrating the two companies. Key focus areas
included customer communications, immediate training for
all sales and service personnel, relaunch of the Cingular
brand, transitioning to a common order system, and
beginning the work that over time will integrate support
systems and network functions. This acquisition will substan-
tially increase BeliSouth’s participation in the domestic
wireless indusiry.

On March 5, 2004, we signed an agreement with
Telefénica Maviles, S.A., the wireless affiliate of Telefonica,
S.A.. to sell all our interests in our Latin American opera-
tions. During October 2004, we closed on the sale of 8 of
the 10 properties: Venezuela, Colombia, Ecuador, Peru,
Guatemala, Nicaragua, Uruguay and Panama. During

BELLSOUTH 2004 49
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January 2005, we closed on the sale of the remaining
properties in Argentina and Chile.

HIGHLIGHTS AND OUTLOOK

Consolidated revenues for 2004 were down slightly
compared to 2003 reflecting top line pressures caused by
the loss of 1.2 million retail access lines to UNE-P competi-
tors and technology substitution, primarily wireless. Revenue
contraction due to fine loss and pricing pressures was
substantially offset by revenue growth from iong distance
and DSL services. During 2004 we added approximately
2.2 million long distance customers to total 6.1 million at
December 341, 2004, while net new DSL subscriber additions
of 634 thousand brought our total to 2.1 million. We
anticipate a continuation of these trends in 2005.

Our cost structure is heavily weighted towards labor and
fixed asset related costs. In order to sustain margins, we
have to adjust our workforce as market share of access
lines shifts. Since the beginning of 2001, we have reduced
our domestic workforce by almost 18,000 employees, or
22%. In 2004, we announced additional force reductions of
nearly 1,400 employees reflecting continued pressures on
access lines. Maintaining current operating margin levels
going forward will be challenging as competition intensifies
and we are forced to achieve continued increases in
productivity. This challenge was evident during 2004 as
margins were down from 2003. While there have been
some encouraging developments on the regulatory front,
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there will be other events such as heatthcare costs,
continued losses of lines to wireless substitution and the roll-
out of Voice over Internet Protocol (VolP) telephony by
cable providers that are likely to continue to put pressure
on margins.

BeliSouth differentiates itself from its competition through
its commitment to customer service. Our customers de-
pend on us, especially when disaster strikes. In the fall of
2004, BeliSouth’s customer service met the challenges
presented by the most active and destructive Atlantic
hurricane season in years. During 2004, we incurred approx-
imately $164 of incremental labor and material costs
related to service restoration and network repairs due to
the four major hurricanes that hit during the third quarter.

In September 2004, the Communications Workers of
America (CWA) ratified BellSouth’s new contracts. The
agreements, which cover approximately 42,000 BeliSouth
employees and expire August 8, 2009, are expected to
continue to give us the workforce planning flexibility
needed to respond to changing marketplace conditions.

Operating free cash flow from continuing operations
(cash flow from operating activities less capital expendi-
tures) of $3.6 billion for 2004 is down compared to 2003
primarily due to higher income tax payments. In the next
few years, operating cash flow will continue to be nega-
tively impacted by higher cash taxes as we see a reversal
of the benefit derived in recent years associated with
legislated tax incentives that provided for accelerated
depreciation deductions that expired at the end of 2004.



Consolidated Results of Operations

Key financial and operating data for the three years ended December 31, 2002, 2003 and 2004 are set forth below. All
references to earnings per share are on a diluted basis. The following consolidated Management's Discussion and Analysis
of Financial Condition and Results of Operations should be read in conjunction with results by segment directly following

this section.

Following generally accepted accounting principles (GAAP), our financial statements reflect results for the Latin
American operations as Discontinued Operations. The operational results and other activity associated with the Latin
American segment have been presented on one line item in the income statement separate from Continuing

Operations.

Percent Change

2003 vs. 2004 vs.
2002 2003 2004 2002 2003
Results of operations:
Operating revenues $20.207 $20.341 $20,300 0.7 (0.2)
Operating expenses
Cost of services and products 6,670 6,991 7,520 4.8 7.6
Selling. general, and administrative expenses 3.891 3.777 3,816 (2.9) 1.0
Depreciation and amortization 4,202 3.814 3,636 (2.3) (4.6)
Provision for restructuring and asset impairments 990 205 39 (79.3) (81.0)
Total operating expenses 15,753 14,784 15,011 (6.2) 1.5
Operating income 4,454 5.557 5,289 24.8 (4.8)
Interest expense 4,066 947 916 (11.2) (3.3)
Net (losses) earnings of equity affiliates 542 452 68 (16.6) (85.0)
Gain on sale of operations 1.335 - 462 . *
Other income (expense), net 102 362 283 2549 {(21.8)
Income from continuing operations before income taxes, discontinued
operations and cumulative effect of changes in accounting principle, net
of tax 5.367 5.424 5,186 1.1 (4.4)
Provision for income taxes 1.892 1,936 1,792 2.3 (7.4)
Income from continuing operations before discontinued operations and
cumulative effect of changes in accounting principle 3.475 3.488 3,394 0.4 (2.7)
Income (loss) from discontinued operations, net of tax (867) 101 1,364 111.6 *
Income before cumulative effect of changes in accounting principle 2,608 3.589 4,758 37.6 32.6
Cumulative effect of changes in accounting principle, net of tax (1,285) 315 —_— 1245 *
Net income $ 1,323 $ 3,904 4,758 195.1 21.9
Summary results of discontinued operations:
Operating revenues 2.233 2294 2,459 2.7 7.2
Operating Income 292 349 647 19.5 854
Income (loss) from discontinued operations (867) 104 1,364 114.6 *

* Not meaningful

2004 compared lo 2003

OPERATING REVENUES

Consolidated revenues declined $41 in 2004 as compared
to 2003. Communications group revenues decreased $16
compared to 2003 reflecting the impact of revenue
declines associated with competitive fine losses and re-
lated pricing pressures substantially offset by growth in DSL
and long distance products. Revenues from DSL and long
distance combined increased $893 in 2004 compared to

2003. In addition, 2004 was negatively affected by a $50
customer refund accrual associated with a seftlement
agreement with the South Carolina Consumer Advocate. A
decline in revenue for the exit of the payphone business
was offset by higher revenues from the sale of wholesale
long distance. Advertising & Publishing group revenues
were down $28 in 2004 compared to 2003 because of a
reduction in print revenues due to lower overall spending
by our advertisers. Revenue trends are discussed in more
detail in the Communications group and Advertising &
Publishing group segment results sections.
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OPERATING EXPENSES

Total operating expenses increased $227 in 2004 as com-
pared to the prior year. The most significant expense
change driver was increased labor costs of $464, which
includes incremental overtime related to service restora-
tion and network repairs due to the four major hurricanes
that hit during the third quarter of 2004, higher expense
associated with pension and postretirement benefit plans
(pension and retiree medical costs) driven by changes
associated with the recent contract agreement with the
CWA. The most significant changes were the change in the
calculation of the obligation for non-management retiree
medical costs as if there were no caps and lower contrac-
tual limits on life insurance coverage. increases in annual
salary and wage rates, higher incentive compensation and
adjustments to workers compensation and long-term disa-
bility accruals partially offset by lower average employees
due to continued workforce reductions. in addition to
higher labor costs, costs of goods sold increased $243
primarily for the provision of long distance services associ-
ated with the growth in subscribers and information tech-
nology expenses and contract services increased $63 in
connection with more project-related spending.

These increases were partially offset by lower deprecia-
tion and amortization expense of $475 attributable to
lower depreciation rates, lower uncollectible expense of
$4139 driven by improved economic conditions and im-
proved collection processes and lower access fees of $95
driven by CLEC interconnect volume declines. The $166
decline in restructuring charges and asset impairments is
attributable to incrementally smaller workforce reductions
and a §52 asset impairment charge related to an aban-
doned software project in 2003. .

INTEREST EXPENSE

For the Year Ended
December 31,

program and refinancing higher-rate debt with lower—rate
debt, offset partiaily by an increase in commercial paper
rates. The change in interest expense-other relates prima-
rily to the reversal of interest accruals related to tax
contingencies based on audit settlements.

NET EARNINGS (LOSSES) OF EQUITY AFFILIATES

For the Year Ended
December 314,

2003 2004 Change
Cingular $ 408 § 24 $(384)
Other equity investees 44 44 -
Total $ 452 § 68 $(384)

Earnings from Cingular in the 2004 periods were iower
compadared to the same periods in 2003 primarily due to
impacts of the AT&T Wireless acquisition, which included
integration costs and higher depreciation expense associ-
ated with increased capital investments and a reduction in
the useful life of TDMA assets.

GAIN (LOSS) ON SALE OF OPERATIONS

The gain on sale of operations in 2004 relates to the sale of
our interest in Danish wireless provider, Sonofon, for 3.68 bil-
lion Danish Kroner to Telenor ASA. As a result of the sale,
we recorded a gain of $462, or $295 net of tax, which
included the recognition of cumulative foreign currency
translation gains of $43.

OTHER INCOME (EXPENSE), NET

For the Year Ended
December 31,

2003 2004 Change
Interest expense ~debt $ 836 § 864 $ 28
Interest expense - other 141 52 (59)
Total interest S o4 $ 916 S 31)
Average debt
balancest" $14,193  $15,458 $1,265
Effective rate 59% 5.6% (30) bps

(1) Average debt balances exclude amounts related to discontinued
operations.
Interest expense decreased $31 in 2004 compared to
2003. Interest expense associated with interest-bearing
debt was up $28 for 2004 compared to 2003 reflecting
higher average debt balances impacted by higher incre-
mental borrowings associated with our equity contributions
to Cinguiar to fund its acquisition of AT&T Wireless. The
lower effective interest rate is due to our interest rate swap
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2003 2004 Change

Interest Income S 316 $ 300 S (16)
Foreign currency transaction

gains (losses) 39 (€)) (40)
Loss on early extinguishment

of debt (18) (14) 4
Other, net 25 (2) (27)
Total Other income

(Expense), net S 362 § 283 S (79)

The decrease in interest income reflects a lower rate on
our advance to Cingular and to a lesser extent the loss of
income on an advance to Dutch telecommunications
provider Royal KPN N.V. (KPN) due to early repayment in
2003. Foreign currency transaction gains in 2003 relate
primarily to the advance to KPN.

During 2003, we recognized $33 in gains related to the
sale of our interests in two real estate partnerships and the
sale of a building. In addition, we recognized a $9 loss on
the sales and impairments of cost-method investments.



PROVISION FOR INCOME TAXES

For the Year Ended
December 31,

2003 2004 Change
Provision for income taxes  $4.936  §4,792 $ (144)
Effective tax rate 35.7% 34.6% (140) bps

The effective tax rates in 2004 were reduced by a
favorable permanent difference for the Medicare Part D
subsidy and an adjustment to taxes payable associated
with divested operations.

INCOME (LOSS) FROM DISCONTINUED OPERATIONS, NET
OF TAX

Income (loss) from discontinued operations, net of tax,
increased $4.263 in 2004 compared to the same period in
2003 primarily due to the sale of eight of the ten Latin
American properties, which resulted in a $850 gain, net of
tax. Other net income increases include a $336 tax benefit
related to excess tax basis over book basis in our Latin
America investments, $477 for the cessation of deprecia-
tion beginning in the second quarter of 2004, a $234 loss
on the sale of our interests in two Braziian wireless
companies in 2003, and higher revenues. Partially offsetting
the increases to net income were the $190 charge related
to the seftlement of arbitration in Venezuela, foreign
exchange gain decreases of $99, and a $33 loss in the
second quarter of 2004 related to the purchase of addi-
tional ownership share in Argentina.

From an operational perspective, the Latin America
business generated strong growth in both customers and
revenue. Despite the October 2004 sale of eight proper-
ties. which resulted in only fen months of revenues in 2004
for these properties. operating revenue in the Latin
America operations for 2004 increased $165, or 7.2%. over
2003 due to growth in customers and traffic throughout the
portfolio. Excluding the decrease in operating expenses for
the cessation of depreciation beginning in the second
quarter of 2004, operating income was $76 higher than the
prior year.

CUMULATIVE EFFECT OF CHANGES IN ACCOUNTING
PRINCIPLE

Asseot retirement obligations

Effective January 4, 2003, we adopted SFAS No. 443,
“Accounting for Asset Retirement Obligations™

(SFAS No. 143). In connection with the adoption of this
standard, we recorded the cumulative effect of account-
ing change that increased 2003 net income by $846.

Revenue recognliion for publishing revenues

Effective January 41, 2003, we changed our method for
recognizing revenues and expenses related to our direc-

tory publishing business from the publication and delivery
method to the deferral method. The cumulative effect of
the change in accounting method is reflected in the
income statement as a decrease to 2003 net income of
$501. '

2003 compared fo 2002
OPERATING REVENUES

Consolidated revenues increased $434 in 2003 as com-
pared to 2002. The increase in total operating revenues is
attributable to revenue growth in long distance and DSL,
which fogether generated nearly $800 in new revenus in
2003. Growth from these new products was substantially
offset by lower voice revenues caused by the loss of

4.5 million retail access lines to UNE-P competitors and
technology substitution. Voice revenues were also im-
pacted by pricing strategies in our effort to remain com-
petitive. Revenues from the sale of wholesale data
transport services, including long distance and Competitive
Local Exchange Carriers, declined 7.8% in 2003 primarily
due to reductions in leased circuits by large inter-ex-
change carriers as they rationalized their capacity needs in
relation to current demand. The exit from our payphone
business and the elimination of certain products within the
wholesale long distance portfolio also negatively impacted
year-over-year comparisons.

Although Advertising & Publishing Group revenues were
up nedrly 6%, the year-over-year comparison was signifi-
cantly impdacted by a one-time reduction of $463 in 2002
for the correction of an ermor.

OPERATING EXPENSES

Operating expenses declined by nearly $1 billion in 2003
driven by:

= $785 in lower charges related to restructuring and

asset impairments as we rationalized our business in

2002;

$391 of lower depreciation expense associated with

the declines in capital expenditures and a change in

accounting for plant retirements;

$272 of improvements in uncollectibles expense due

to a steadily improving economy, lower bankruptcy

rates and operational improvements;

« $86 of lower cost of goods related to equipment sales
in the Communications Group due to a change in the
presentation for drop shipments from gross to net,
which had no impact on operating margin, and
paging and equipment costs decreased $53 driven
by lower volumes; and

« $421 in lower labor related costs in the Communica-
tions Group due to a nearly 12% reduction in our
workforce since the beginning of 2002 driven by weak
demand and increased productivity.
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These decreases were partially offset by:

« $379 of incremental expense associated with pension
and postretirement benefits plans (pension and re-
tiree medical costs) driven by rising health care costs,
unfavorable returns on pension assets due to weak
capital markets over the past few years, changes to
plan assumptions regarding expected asset returns,
and a lower discount rate used to calculate service
and interest cost;

» $350 of customer acquisition costs related to compet-
itive response in the Communications Group; and

+» $408 of variable cost of goods for the provision of
long distance service in the Communications Group.

We have made adjustments to our business model to
address changes in our economic, regulatory, and com-
petitive environment, and as a result we have incurred
charges in each of the years presented. The provision for
restructuring and asset impairments of $205 in 2003 in-
cludes $453 of charges associated with workforce reduc-
tions (including $47 of pension settlement losses) and a
$52 charge for an abandoned software project. The
provision of $990 in 2002 Includes $635 of charges associ-
ated with workforce reductions (including $467 of pension
settlement losses) and a $221 charge for the impairment
of MMDS spectrum license and charges of $134 associated
with the elimination of certain services including wholesale
long distance and e-business services.

INTEREST EXPENSE

For the Year Ended
December 314,

NET EARNINGS (LOSSES) OF EQUITY AFFILIATES

For the Year Ended
December 31,

Equity in Earnings 2002 2003 Change

Cingutar $497 $408 $(89)
Other equity investees 45 44 (1)
Total $542 $452 $(90)

Earnings from Cingular in 2003 declined compared to 2002
primarily due to significant growth in customers and the
costs related to that growth and due to slightly lower
average revenue per customer. See "Managements Dis-
cussion and Analysis of Financial Condition and Results of
Operations - Resuits by Segment - Domestic Wireless” for
further discussion of Cingular results.

OTHER INCOME (EXPENSE), NET

For the Year Ended
December 31,

2002 2003 Change
Interest expense - debt $ 953 § 836 $ (117)
Interest expense - other 1413 144 (2)
Total Interest $ 1,066 § 947 § (119)
Average debt balances" $16.525  $44,193  $(2,332)
Effective rate 5.8% 59% 410 bps
(1) Average debt balances exclude amounts related to discontinued

operations.
Interest expense declined $1419 in comparison to the prior
year, reflecting reductions in average debt of approxi-
mately $2.4 billion, as rates were relatively stable.

GAIN ON SALE OF OPERATIONS

The gain in 2002 of $1,335 related to the sale of our
investment in E-Plus, a German wireless carrier.
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2002 2003 Change
Gain (loss) on sales
and impairments of cost
method investments:

Qwest $(336) § - $ 336
Other S &.2) )
Subtotal (336) (9) 327
Interest income 460 316 (444)

Loss on early extinguishment of

debt (40) (18) 22
Foreign currency gain/loss 16 39 23
Other 2 34 32
Total Other Income (Expense), net $ 102  $§362 $ 260

During 2002 we recorded other than temporary impair-
ments to reduce the carrying value of our Qwest invest-
ment driven by continued weak market conditions,
particularly in technology and communications stocks. We
also incumred losses on sales of our Qwest investment. As of
December 31, 2003, we no longer hold any interest in
Qwest.

Interest income declined as compared to 2002 due to
lower rates on our advance to Cingular and the loss of
income on an advance to Dutch telecommunications
provider Royal KPN N.V. (KPN) due to early repayment.

During 2003, we recognized $33 in gains related to the
sale of our interests in two real estate partnerships and the
sale of a building.

PROVISION FOR INCOME TAXES

For the Year Ended
December 31.

2002 2003 Change
Provision for income taxes $1.892 $1,936 S 44
Effective tax rate 35.3% 35.7% 40 bps

The effective tax rate increased slightly to 35.7% in 2003
from 35.3% in 2002, primarily driven by state income tax
activity. A reconciliation of the statutory federal income



tax rate to the effective income tax rate for each period is
included in Note J to our consolidated financiai
statements.

INCOME (LOSS) FROM DISCONTINUED OPERATIONS, NET
OF TAX

Income (loss) from discontinued operations, net of tax,
improved $968 in comparison o the prior year principally
driven by foreign currency transaction activity and a $263
after-tax loss recorded in 2002 related to the recognition of
other-than-temporary impairments related to our Brazilian

Results by Segment

wireless daffiliate. Currency gains were recorded in 2003 for
the improvement in the Argentine Peso and the Chilean
Peso. For 2002, the devaluation of the Argentine Peso
resulted in losses of $584. During 2003, we recognized a
loss of $234 on the sale of our interests in two Brazilian
wireless companies. During 2002, we recognized a loss of
$51 on the sale of Listel, our Brazilian advertising and
publishing company. Additionally, Latin America exper-
ienced a nearly 3% growth in revenue in 2003 driven by
the addition of over 1.5 million net customers and steady
average revenue per customer. Operating expenses re-
mained flat.

Our reportable segments reflect strategic business units that offer similar products and services and/or serve similar

customers. We have three reportable operating segments:

» Communications Group;
» Domestic Wireless; and
* Advertising & Publishing Group.

Management evaluates the performance of each business unit based on net income. exclusive of internal charges for
use of intellectual property and adjustments for unusual items that may arise. Unusual items are transactions or events
that are included in reported consolidated results but are excluded from segment results due to their nonrecurming or
nonoperational nature. In addition, when changes in our business affect the comparability of current versus historical
results. we adjust historical operating information to reflect the cument business structure. See Note P o our consolidated
financial statements for a reconciliation of segment results to the consolidated financial information.

The following discussion highlights our performance in the context of these segments. For a more complete
understanding of our industry, the drivers of our business, and our current period results, you should read this discussion in
conjunction with our consolidated financial statements, including the related notes.
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COMMUNICATIONS GROUP

The Communications Group includes our core domestic businesses including: all domestic wireline voice, data,
broadband, e-commerce, long distance, internet services and advanced voice features. The group provides these
services to an array of customers, including residential, business and wholesale.

During 2003 and 2004, the Communications Group emphasized interlATA long distance and BellSouth® FastAccess®
DSL. encouraging customers to purchase packages containing multiple communications services. We continue to
experience retail access line market share loss due to competition and technology substitution, and we expect these
frends to continue into 2005.

Percent Change
2003 vs. 2004 vs.
20

2002 2003 2004 02 2003
Segment operating revenues:
Voice $42.559 $12.702 $42,609 1.1 €0.7)
Data 4,269 4,353 4,518 2.0 3.8
Other 1.661 1.393 1,325 (16.1) (4.9)
Total segment operating revenues 18.489 18,448 48,452 (0.2) 0.0
Segment operating expenses:
Cost of services and products 6.464 6.755 7,408 4.5 5.2
Selling. general, and administrative expenses 2,948 3.079 3,423 4.4 1.4
Depreciation and amortization 4,161 3.774 3,593 9.4) (4.7)
Total segment operating expenses 13.573 13.605 13,624 0.2 1.6
Segment operating income 4,916 4,843 4,628 (1.5) (4.4)
Segment net income $ 2,754 $ 2,829 $ 2,727 2.8 (3.6)
Segment net income including unusual items $ 2,237 $ 3,505 § 2,567 56.7 (26.8)
Key Indicators:(000s except where nofed)
Switched Access lines:
Residence retai:
Primary 13.242 12,466 14,774 59 (5.6)
Additional 1,926 4.601 1,346 (16.9) (45.9)
Total Retail Residence 15,168 14,067 13,4147 (7.3) (6.8)
Residential wholesale:
Resale 342 177 146 (48.2) (34.5)
UNE-P 934 1,696 1,972 81.6 16.3
Total Whoiesale Residence 1,276 4.873 2,088 46.8 14.5
Total residence 16,444 15,940 15,205 31 (4.6)
Business retail 5,687 5,417 5,245 4.7) (3.2)
Business wholesale:
Resale 85 73 58 (14.1) 20.5)
UNE-P 607 686 750 13.0 9.3
Total wholesale business 692 759 808 9.7 6.5
Total business 6,379 6,176 6,053 (3.2) (2.0)
Other retail/wholesale fines (primarily public) 182 147 98 (19.2) (33.3)
Total switched access lines 23.005 22,263 24,356 (3.2) (4.1)
ISDN line equivalents
Residence 18 13 9 (27.8) (30.8)
Business 1.580 1.453 1,459 (8.0) 0.4
Total ISDN Adjusted Access Lines in Service 24,603 23.729 22,824 (3.6) (3.8)
DSL customers (retail and wholesale) 1,024 1,462 2,096 43.2 43.4
Retail long distance customers 1.002 3,960 6,130 2952 54.8
Switched access and local minutes of use (miltions) 96.755 82,401 70,064 (15.1) (14.7)
Retall long distance minutes of use 1.816 40.039 24,109 * 110.3
Total access minutes of use (millions) 98,571 92.444 94,470 (6.5) (1.1)
Capital expenditures $ 3.337 $ 2.824 § 3,018 (15.4) 6.9

* Not meaningful
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2004 compared to 2003
SEGMENT OPERATING REVENUES

Voice

Voice revenues decreased $93 during 2004 compared to
2003 driven primarily by continued access line loss offset by
the growth in interLATA long distance. Total switched
access lines declined 907,000, or 4.1%, for the period with
retail line losses being slightly offset by increases in whole-
sale lines. The access line deciine was the result of
continued share loss and technology substitution, primarily
wireless.

Wholesale lines, which consist primarily of unbundled
network element - platform (UNE-P) lines, totaled almost
3.0 million at December 31, 2004, up 276,000 lines year
over year. The vast majority of the UNE-P additions were
residential. When lines over which we provide retail services
are converted to UNE-P. we lose revenue and margin. On
average, the revenue from our provision of UNE-P does not
permit us to recover the fully allocated costs we incur to
provide Iit. To mitigate this loss, we have been actively
seeking reform of the pricing rules that regulators use to
set UNE-P prices. As previously discussed under the ‘heading
“Overview.,” a judicial decision that became effective in
June 2004 Invatidated certain FCC rules that governed the
provision of wholesale access to our network by locatl
service competitors. We believe this change in the reguia-
tory environment influenced the loss in UNE-P lines that we
experienced in the second haif of 2004.

In efforts to combat share loss, we continue to grow our
package services. BeliSouth Answers® is our signature
residential package offering, which combines various wire-
line, wireless, Internet services and/or DIRECTV® digital
satellite television services. The package combines the
Complete Choice calling plan of local service and multiple
convenience calling features with BellSouth Long Distance,
BeliSouth® FastAccess® DSL or dial-up Internet, and Cingular
Wireless services. During 2004, we began offering DIRECTV®
digital satellite television service through all sales channels
as part of the BellSouth Answers® portfolio. This agency
relationship with DIRECTV® provides us with a key competi-
tive product with insignificant cost or capital requirements.
With the addltion of video, the BeliSouth Answers® pack-
age is one of the most comprehensive and competitively
priced bundles in our markets today. We ended 2004 with
almost 4.4 million residential packages, representing a 37%
penetration of our retail primary line residence base.
Aimost 84% of Answers customers have long distance in
their package and almost 45% have either DSL or BellSouth
dial-up Internet.

Long distance voice revenue increased $578 in 2004
when compared o 2003, driven primarily by growth in
interLATA and wireless long distance. interl ATA revenues
increased $640 reflecting continued large market share
gains driven by marketing efforts and the BeliSouth Unlim-
ited Long Distance Plans. At December 31, 2004, we had
6.1 million retail long distance customers and a mass-

market penetration rate of approximately 48% of our
customer base. We also continued o grow our long
distance offerings in complex business. We recorded $209
in complex long distance revenue in 2004 compared to
$71 in 2003. Through December 34, 2004, the complex long
distance backlog stands at $624. This backlog represents
an estimated value of the complex long distance business
sold but not yet booked as revenue. Revenue from
wholesale long distance services provided to Cingular
increased $55 when compared to 2003. This increase was
caused by higher volumes associated with the proliferation
of wireless package plans that include long distance
partially offset by slightly lower rates,

Switched access revenues declined $62 in 2004 when
compared to 2003 due to volume and rate decreases. Our
entry into interL ATA long distance shifted switched access
minutes from other carriers to our service resulting in a
transfer from wholesale switched access revenues to retail
long distance revenue. Switched access and local minutes
of use decreased 14.7% compared to 2003. The decrease
is due to the impact of our entry into interLATA long
distance, access line losses including the shift to UNE-P lines
and alternative communications services, primarily wireless
and e-mail. Switched access rates were slightly lower in
2004 due to the July 1, 2003 rate reduction of the CALLs
program, an FCC access reform initiative. The decline in
rates, however, is substantially offset by higher subscriber
line charges that are also included in voice revenues.

Data

Data revenues increased $465 in 2004 when compared to
2003. Data revenues were driven by strong growth from
the sale of BeliSouth® FastAccess® DSL service partially
offset by decreases in revenue from other data products.
Combined wholesale and retail DSL revenues were up $2441
in 2004 when compared to 2003 due primarily to a larger
customer base. As of December 31, 2004, we had almost
2.1 million DSL customers, an increase of 634 thousand
customers compared to December 34, 2003.

Retail data services grew 11.6% in 2004 when compared
to 2003 driven primarily by the growth from the sale of
FastAccess DSL service. During 2004, we added 653 thou-
sand net retail customers. We offer three broadband
downstream connection speeds to meet the varying needs
of our mass-market customers. The original version - Bell-
South FastAccess DSL Ulfra - runs at downstream connec-
tion speeds of up to 1.5 megabits. Since mid-2003, we
have offered a lower speed version - BeliSouth FastAccess
DSL Lite - running at downstream connection speeds of up
to 256 kilobits. FastAccess DSL Lite accounted for approxi-
mately one-fourth of DSL customers as of December 31,
2004. In April 2004, we began offering FastAccess DSL
Xtreme, delivering downstream connection speeds of up
to 3.0 megabits and upstream connection speeds of up to
384 kilobits. We believe our broadband offers are among
the most competitively priced in our markets. In late
September 2004, we launched additional incentives and
introduced new pricing for FastAccess DSL Ulira service
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designed to increase long-term market penetration. Retail
FastAccess customer additions were offset somewhat by
wholesale DSL disconnects as we continue to see a shift in
customer mix to retail. Revenue from other retail data
products was fiat for 2004 when compared to 2003.

Revenues from the sale of wholesale data transport
services and wholesale DSL to other communications prov-
iders, including long distance companies and CLECs, de-
clined 4.3% in 2004 when compared to 2003, primarily due
to the lingering impacts of soft enterprise market segment
demand and continued network grooming and consolida-
tion by large inter-exchange carriers.

Other

Other revenues decreased $68 in 2004 when compared to
2003. This decrease reflects decreases in revenues from the
payphone business of $77 and billing and late payment
fees of $29, partially offset by increases in equipment
revenues of $33 and increases in wholesale long distance
revenues of $12. Increases in equipment revenues reflect
increased demand due to improved economic conditions
and customer upgrades to newer technology.

SEGMENT OPERATING EXPENSES

Cost of services and products

Cost of services and products of $7,108 in 2004 increased
$353 from 2003. The cost of services increase was im-
pacted by: increases of $213 in costs of goods sold
principally driven by increases in the provision of long
distance service volumes; increases of $104 in labor costs
impacted by pay increases driven by union contract raises
and higher costs from retiree and medical benefits slightly
offset by lower average workforce:; increases of $39 in
contract services related to network planning projects and
equipment installations; and increases in materials and
supplies of $39 associated with increased utilities usage,
partially offset by decreases of $95 in access fees due to
volume declines, settliements and significant reductions in
charges associated with access to other camiers customer
name databases; and by decreases in rent of $22 related
to real estate consolidation.

Selling, general, and administrative expenses

Selling. general, and administrative expenses of $3,123 in
2004 increased $44 from 2003. The selling, general, and
administrative expense reflected represents an increase of
$133 in labor costs driven by higher costs from retiree and
medical benefits, incentive awards, reduced use of con-
tractors and pay increases partially offset by lower
headcount. Also included in the labor increase was a $38
increase in an annual adjustment to the workers compen-
sation and long-term disabllity accruals. In addition to iabor
increases, information technology costs increased $24 dur-
ing 2004 compared to 2003.
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This increase was partially offset by a decrease in
uncollectibles expense of $90 driven by continued im-
provements in the collection process and improved eco-
nomic conditions, and decreases of $23 in outside sales
commissions, fees and other various expenditures.

Depreciation and amortization

Depreciation and amortization expense decreased $178
during 2004 when compared to 2003. The primary driver of
the decline in depreciation expense relates to lower
depreciation rates under the group life method of depreci-
ation. The lower depreciation rates were precipitated
primarily by the reductions in capital expenditures over-the
past several years. Amortization expense increased due to
higher levels of capitalized software.

UNUSUAL ITEMS EXCLUDED FROM SEGMENT NET INCOME

Unusual items that were excluded from this segment’s net
income consisted of the foliowing: for 2004, unusual items
of §(160) for the South Carolina regulatory settlement,
lease termination fees, severance and hurricane-related
costs; for 2003, unusual items of $676 for the cumulative
effect of change in accounting principle related to the
adoption of FAS 143 offset by restructuring charges. costs
associated with the early extinguishment of debt, and an
asset impairment.

2003 compared lo 2002
SEGMENT OPERATING REVENUES

Voice

Voice revenues increased $143 driven by significant growth
in interLATA long distance substantially offset by continued
access line share loss and conversion to wholesale lines.
Total switched access lines declined 3.6% with retail line
losses being partially offset by increases in wholesale lines.
The access line decline was the result of share loss,
technology substitution and a continued weak economy.

Wholesale lines consist primarily of unbundied network
element - platform (UNE-P) lines. The UNE-P lines totaled
approximately 2.4 million at December 34, 2003, up
864,000 lines from the prior year. The vast majority of the
UNE-P additions were residential. Business UNE-P line adds of
79.000 fell slightly from the prior year while other wholesale
UNE-P lines. primarily payphone, increased by 23,000 in
2003.

As of the end of 2003, we had more than 3 million
residential packages designated as Answers customers,
which represents a 24.1% penetration of our retail primary
line residence base. As of December 31, 2003, over 75% of
Answers customers had long distance in their package and
over 40% had either DSL or BellSouth dial-up Intemet.

InterLATA long distance voice revenues increased $573
compared to 2002. Substantial interLATA growth reflects
our receipt of regulatory relief to provide interLATA services



in the nine southeastern states we serve. At December 34,
2003, we had nearly 4 million long distance customers, a
penetration rate of 28% of primary residential access lines
and 39% of mass-market small business accounts. Earlier in
2003, we began offering unlimited long distance to reduce
competitive churn and increase retention and reacquisition
of residential customers. We recorded $74 in complex long
distance revenue in 2003 compared to $3 in 2002. Reve-
nue from wholesale long-distance services provided to
Cingular increased $47 in 2003. This increase was caused
by higher volumes associated with the proliferation of
wireless long distance plans.

Switched access revenues declined $195 in 2003 when
compared to 2002 due to volume and rate decreases. Our
entry into interLATA long distance shifted switched access
minutes from other carriers to our service resulting in a
transfer from wholesale switched access revenues to retail
long distance revenue. Switched access and local minutes
of use declined 15.1% compared to 2002. The decrease is
due to the impact of our entry into interLATA long
distance, access line losses including the shift to UNE-P lines
and alternative communications services, primarily wireless
and email. Switched access rates were lower in 2003 due
to effects of the CALLS program, an FCC access charge
reform initiative. The decline in rates, however, is substan-
tialiy offset by higher subscriber line charges that are also
included in voice revenues.

Data

Data revenues increased $84 in 2003. The overall growth
wads driven by revenues from the sale of BellSouth® FastAc-
cess® DSL service. Combined wholesale and retail DSL
revenues were up $248 in 2003 due to a larger customer
base. As of December 34, 2003, we had over 1.46 milion
DSL customers, an increase of 441,000 customers com-
pared to December 31, 2002.

Retail data services, which represent roughly half of
data revenues, grew 414.1% in 2003 driven primarily by
growth from the sale of FastAccess DSL service. Eatly in the
third quarter 2003, we introduced FastAccess® DSL Lite,
creating a tiered approach to broadband that aliows
customers to choose the connection speed and price best
suited to_ their Internet use. Other retail data products,
primarily DS1 lines (dedicated high capacity lines) were
lower driven by decreases in demand and special access
rate reductions effective July 2002.

Revenues from the sale of wholesale data transport
services to other communications providers, including long
distance companies and Competitive Local Exchange
Carrlers, declined 7.8% in 2003 primarily due to reductions
in leased circuits by large inter-exchange carriers as they
rationalized their capacity needs in relation to current
demand. The decline was also attributable to the lingering
impacts of a soft economy and the renegotiation of an
access contract with a bankrupt wholesale customer.

Other

Other communications revenue decreased $268 primarily
due to a decline of $§123 in sales to second and third tier
long distance carriers due to our decision to eliminate
certain products within the wholesale long distance portfo-
lio and due to the continuing phase-out of our payphone
business which created a decline of $59. We completed
our exit of the payphone business as of December 31,
2003. Other revenues decreased $86 due to a change in
the presentation for drop shipments of equipment from
gross to net, which lowered both revenues and expenses.

SEGMENT OPERATING EXPENSES

Cost of services and products

Cost of services and products increased $294 compared to
the same periods in 2002. The increase reflects higher
pension and retiree medical costs of $315. Costs of service
associated with providing retail interLATA long distance
increased $4183 driven by higher volumes related to more
customers while costs associated with the provision of long
distance services to Cingular increased $34 driven by
higher volumes. In addition, installation and activation
expense increased $239 as compared to the prior period
reflecting lower expense deferrals related to lower installa-
tion and activation service revenue.

These cost increases were partially offset by work force
reductions, primarily as a result of reduced business
volumes, that resulted in decreased salary and wage
related expenses of $116. Wholesale long distance cost of
services decreased $100 reflecting a de-emphasis in these
services. Costs of goods related to equipment sales de-
creased $86 due to a change in the presentation for drop
shipments from gross to net, which had no impact on
operating margin. In addition, page and equipment costs
decreased $53 driven by lower volumes. Information tech-
nology infrastructure costs decreased $60, reflecting cost
containment efforts.

Selling, general, and administrative expenses

Selling, general, and administrative expenses increased
$131 in 2003 compared to 2002. The periods presented
were impacted by increases in advertising of $411 associ-
ated with higher spending related to a more competitive
environment and increases in outside sales commissions of
$55 primarily related to the long distance launch. The
periods presented were also impacted by increased pen-
sion and retiree medical costs of $33.

These increases were partially offset by decreases in
uncollectible expenses of $416. Prior year periods included
the impact of higher bankruptcies and non-pay accounts
driving the decrease in 2003.
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Depreciation and amottization UNUSUAL ITEMS EXCLUDED FROM SEGMENT NET INCOME

Depreciation and amortization expense decreased $390.
The primary driver of the year-over-year decline in depreci-
ation expense relates to lower depreciation rates under
the group life method of depreciation. The lower rates
were caused primarily by the significant reductions in
capital expenditures over the past several years. In addi-
tion, depreciation expense was lower due to the adoption
of SFAS No. 143. In connection with the adoption of this
standard, we no longer accrue for net cost of removal in
our depreciation rates causing lower depreciation ex-
pense. Amortization expense increased slightly due to
higher leveis of capitaiized software.

Unusual items which were excluded from this segment's
results consisted of the following: in 2003, $676 for the
cumulative-effect of a change in accounting principle
related to the adoption of FAS 143 offset by restructuring
charges. costs associated with the early extinguishment of
debt, and an asset impairment; in 2002, $(514) related to
restructuring costs. including pension settlements, costs
associated with the early extinguishment of debt, costs
associated with service curtailments and asset impairments
and refund of customer late fees in Florida.

Domestic Wireless

i We own an approximate 40% economic interest in Cingular, a-joint venture with SBC. Because we exercise influence over
the financial and operating policies of Cingular, we use the equity method of accounting for this investment. Under the
equity method of accounting, we record our proportionate share of Cingular’s earnings in our consolidated statements of
income. These earnings are included in the caption “"Net eamings (losses) of equity affiliates”. For management
purposes, we evaluate our Domestic Wireless segment based on our proportionate share of Cingular’s results.
Accordingly, results for our Domestic Wireless segment reflect the proportional consolidation of approximately 40% of
Cingular’s financial results.

On October 26, 2004, Cingular completed the acquisition of AT&T Wireless, creating the largest wireless carrier in the
United States based on number of customers. Data revenue played an increasingly important role in revenue composition
in 2003 and 2004 and those impacts are expected to increase in 2005. Further, competition continues to be intense, with
up to five competitors in most of Cingular's significant markets.

Percent Change
2003 vs. 2004 vs.

2002 2003 2004 2002 2003
Segment operating revenues:
" Service revenues $ 5569 § 5689 § 6989 2.2 22,9
Equipment revenues ] 392 504 785 28.6 55.8
Total segment operating revenues 5,961 6.193 7,774 3.9 25.5
Segment operating expenses:
Cost of services and products 1.965 2273 2,980 16.7 34.4
Seliing, general, and administrative expenses © 2,170 2,170 2,826 0.0 30.2
Depreclation and amortization 740 835 4,232 12.8 47.5
Total segment operating expenses 4,875 5,278 7,038 8.3 333
Segment operating income 4,086 215 736 (45.7) (19.6)
Segment net income S 357 § 264 § 129 (26.9) (50.6)
Segment net income including unusuai items $ 301 S§ 264 20 (13.3) (92.3)
Koy Indicators (400% Cingutar):
Cellular/PCS Customers (000s) 24,925 24,027 49,409 Q.6 104.4
Wireless average monthly revenue per user ~
Celiular/PCS (whole dollars) (a) $ 52 § 51 § 49 1.9 («X))
Capital Expenditures $ 3.085 § 2734 § 3,449 (14.4) 26.2

(a) Management uses average revenuse per user (ARPU) as an indicator of operating performance of the business. Wireless ARPU — Cellular/PCS
Is defined as Cellular/PCS service revenues during the period divided by average Cellular/PCS$ subscribers during the perod. This metric is
used to compare the recuming revenue amounts being generated on Cingular’s network to prior periods and Internal targets. We believe that
this metric provides useful information concerning the performance of Cingular’s initiatives to attract and retain high value customers and the
use of its network.
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2004 compared fo 2003
SEGMENT OPERATING REVENUES

-Cingular had 49.1 million cellular/PCS$ customers at Decem-
ber 34, 2004, representing growth of 25.4 million in its
cellular/PCS customer base from a year ago. This growth
was primarily due to a 24.7 million cellular/PCS customer
base increase, related to Cingular's acquisition of AT&T
Wireless in October 2004. Additionally, for 2004, Cingular’s
cellular/PCS customer net additions were 3.4 million, up
from 2.4 million a year ago, with 4.7 million of the current
year's cellular/PC$S customer net additions occurring in the
fourth quarter of the year. This fourth quarter increase
represents the highest cellular/PC$S customer net additions
total ever when compared with the combined historical
results of Cingular and AT&T Wireless. The strong perform-
ance in cellular/PCS customer net additions during the
fourth quarter was driven by the re-launch of the Cingular
brand. the offering of new common rate plans and the
larger distribution network of the newly combined Cingu-
lar/ AT&T Wireless company subsequent to the acquisition.
Also favorably impacting customer net additions through-
out 2004 were the promotion and success of Cingular's
new GSM service offerings and the continued promotion of
its FamilyTalk® service offering and its Rollover® rate plans.
Excluding the impact to the prepaid customer base due to
the AT&T Wireless acquisition, the prepaid customer count
was reduced from the prior year, in part due to the
successful promotion of the postpaid FamilyTalk® plan,
which competes for customers at a similar price point but
with enhanced services. The increase in reselier customer
net additions compared with the prior year can be
attributed to continued growth by Cingular's primary
reseller.

The monthly cellular/PCS chum rate of 2.7% in 2004,
which included the results of AT&T Wireless since its
acquisition, was flat compared with the churn rate in the
prior year ds a lower churn rate in Cingular’s postpaid
customer base was offset by higher churn rates in the
prepaid and reseller customer bases. During the fourth
quarter of 2004, Cingular experienced a significant im-
provement in its postpaid customer base churn rate
compared with prior periods, as customers responded
positively to the launch of the new Cingular, its broad
network coverage and its attractive GSM service offerings.
Also, during the fourth quarter of 2004, conformity issues
related to the calculation of churn for Cingular and AT&T
Wireless reduced churn subsequent to the acquisition by 43
basis points. Beginning in the first quarter of 2005, Cingular
will adopt a new reselier churn calculation methodology
that is consistent with its primary competitor. Cingular
currently includes gross reseller disconnects in the churn
calculation. In the future, Cingular will base the calcula-
tions on total reseller net customer reductions. To date,
Cingular does not believe that wireless local number
portability has materially impacted the customer chumn
rate.

Total operating revenues, consisting of service revenue
and equipment sales, increased $4,584 in 2004. The pri-
mary driver behind the year over year increases in almost
every component of total operating revenues was Cingu-
lar’s acquisition of AT&T Wireless in late October 2004 and
the inclusion of 67 days of AT&T Wireless operating results.
Additionally, total operating revenues continue to be
favorably impacted by growth in service revenue as a
result of a higher average cellular/PCS customer base and
the continued growth in data revenues. Equipment sales
contributed $281 to the increase in total operating reve-
nues, driven by both strong customer growth and handset
upgrade activity.

Service revenues

Service revenue, comprised of local voice and data
services, roaming, long distance and other revenue, in-
creased $4.300 in 2004 compared to 2003. The local
service component of total service revenue includes recur-
ring monthly access charges, airtime usage, including
prepaid service, and charges for optional features and
services, such as voice mail, mobile-to-mobile calling.
roadside assistance, caller ID, handset insurance and data
services. It also includes billings to customers for the
Universal Service Fund (USF) and other regulatory fees. The
primary driver of the increase in local service revenue for
2004 was the inclusion of the former AT&T Wireless operat-
ing results as a result of Cingular's acquisition in late
October 2004. Aside from this impact, increases in local
service revenue are a function of the higher average
customer base partially offset by the impact of a lower
Average Revenue Per User (ARPU). Strong growth in data
revenue, including the impact of the AT&T wireless acquisi-
tion, continues to favorably impact local service revenue
driven primarily by increased data service penetration and
usage of text messaging and other data services by
cellular/PCS customers. Incollect and outcollect roaming
revenues were essentially lat, when compared with the
corresponding prior year. Roaming revenue confinues to
be unfavorably impacted by the bundling of “free’ roam-
ing minutes with all-inclusive regional and national rate
plans and lower negotiated rates with Cingular’s roaming
partners. Prior to the acquisition, AT&T Wireless was Cingu-
lar's largest national roaming partner. Effective with the
acquisition, Cingular’'s consolidated outcollect revenue re-
flects elimination of roaming revenue between the now
combined Cingular and former AT&T Wireless properties
along with a corresponding elimination of incollect roam-
ing costs. Although net income neutral, this slimination will
significantly reduce the new combined company outcol-
lect revenue when compared to the combination of prior
historical stand-alone results. The increase in long distance
revenue compared with 2003 was primarily related to the
incremental impact of the additional fong distance reve-
nue contributed as a result of the AT&T Wireless acquisi-
tion. Higher international fong distance revenue in 2004
also contributed, to a lesser extent, to the overall increase
compared with the prior year.
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Cellular/PCS ARPU for 2004 was $49.30, a decrease of
$2.02, or 3.9%, compared with $54.32 for 2003. Although
the contribution of a higher ARPU for the AT&T Wireless
customer base for the last 67 days of 2004 had a slightly
positive impact on overall 2004 ARPU when compared with
2003. the main drivers of the changes in ARPU remained
consistent with prior periods. Continued increases in ARPU
related to higher customer usage and increased data
revenue and regulatory fee revenue were more than offset
by the impact of a larger embedded customer base of
postpaid customers on lower ARPU FamilyTalk® rate plans
and on all-inclusive rate plans that include more “free”’
minutes, thereby reducing overages and other chargeable
airtime. Also exerting downward pressure on ARPU com-
pared with the prior year is a change in the mix of the
celiular/PCS customer base to include a higher percent-
age of lower ARPU reseller customers and decreases in
roaming revenue, largely as a result of the acquisition of
AT&T Wireless. Additionally, as former AT&T Wireless cus-
tomers migrate to the popular Rollover rate plans, Cingular
expects higher revenue deferrals related to unused rollover
minutes to have an unfavorable impact on reported ARPU.
This effect may be partially offset by the addition of higher
ARPU AT&T Wireless subscribers to the customer base.

Equipment revenues

For 2004, equipment sales increased $281 in 2004 com-
pared to 2003, primarily driven by overall higher handset
sales including the impact of a significant increase in
customer gross additions due to the acquisition of AT&T
Wireless. Customer migrations to new Cingular rate plans
as a result of the merger also favorably impacted handset
upgrade revenue.

SEGMENT OPERATING EXPENSES

Cost of services and products

The cost of services and products increase of $707 for 2004
compared to 2003 was due to increases in local network
system costs and in third party system costs (i.e., rocaming
and long distance costs). Over half of the increase in local
network system costs can be attributed to the incremental
costs related to the acquired AT&T Wireless network.
Excluding this impact, the overall drivers of increased local
network costs are primarily related to increased network
system usage and associated network system expansion
costs. Increased local network system costs in 2004 versus
the prior year attributable to historical pre-merger Cingular
activities included increased costs billed to its customers
related to payments into the USF and certain other
regulatory funds and higher costs related to its handset
insurance program due to increased claims. For 2004, third
party network system costs were lower as continued
decreases in incollect roaming costs were partially offset
by higher long distance costs. Lower incollect roaming
costs were a result of lower negotiated roaming rates with
Cingular’s roaming partners, which more than offset in-
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creased volumes of roaming minutes. Also, as a result of
the AT&T Wireless acquisition, Cingular’s consolidated incol-
lect expenses reflect elimination of intra-company incollect
roaming costs between the now combined Cingular and
former AT&T Wireless properties along with a corresponding
elimination of outcollect revenue. Aithough net income
neutral, this elimination will significantly reduce the new
combined company incollect roaming expenses when
compared to the combination of prior historical stand-
alone results. The increase in long distance costs was
primarily volume driven, impacted by the inclusion of “free
long distance” in many of Cingular's regional and national
rate plan offerings. In addition, approximately one-third of
the increase in long distance costs versus 2003 was related
1o the incremental long distance expenses incurred as a
result of the AT&T Wireless acquisition. For 2004, the cost of
equipment sales increased, primarily driven by overall
higher handset sales including the impact of a significant
increase in customer gross additions and customer migra-
tion to Cingular rate plans due to the acquisition of AT&T
Wireless.

Selling, general, and administralive expenses

Selling, general, and administrative expenses for 2004
increased $656 when compared with the prior year, prima-
fily: due to the incremental expense impact resulting from
the addition of the AT&T Wireless selling, general, and
administrative expenses during the fourth quarter of 2004.
Selling, general, and administrative expenses in 2004 also
included cost increases associated with increased cus-
tomer gross additions and other customer service and
support initiatives. Selling expenses, which include sales,
marketing, advertising and commission expenses, in-
creased for 2004 compared with the prior year primarily
due to the addition of the incremental AT&T Wireless
selling expenses during the fourth quarter of 2004. Higher
sales, advertising and promotion costs and commissions
expenses were also a function of the increased customer
gross additions in 2004. Costs for maintaining and support-
ing the customer base also increased for 2004 compared
with the prior year primarily due to the addition of the
AT&T Wireless expensss in the fourth quarter. Costs for
maintaining and supporting the customer base were also
impacted by higher bad debt expense, customer service
expenses to support on-going customer retention and
other service improvement initiatives and higher commis-
sion expenses associated with handset upgrades. Bad debt
expense increased primarily due to higher customer net
write-offs as a result of prior relaxed credit policies in
selected areas, which have been subsequently changed,
as well as residual impacts related to the implementation
of wireless local number portability in late 2003. Addition-
ally, 2003 included a net recovery of prior MCl write-offs.
Upgrade commission expenses were impacted by over one
million customer migrations to new rate plans as a result of
the merger.



Depreciation and amortization

Depreciation expense increased by $249 in 2004, com-
pared to 2003, and included an incremental $430 related
to assets acquired from AT&T Wireless. Other increases in
depreciation expense were primarily due to on-going
capital spending, including the GSM/GPRS/EDGE network
overlay, in addition to increased depreciation on TDMA
assets in 2004 as a result of a further review of estimated
service lives. Amortization expense increased by $148 in
2004 compared to 2003, and included an incrementai
$166 in amortization expense as a result of the AT&T
Wireless acquisition, primarily related to the amortization of
the customer relationship intangible asset. This increase
was partiafly offset by certain historical Cingular finite-lived
intangible assets becoming fully amortized during 2004.

UNUSUAL ITEMS EXCLUDED FROM SEGMENT NET INCOME

Unusual items which were excluded from this segment’s
results consisted of the following: in 2004, $(109) related to
wireless merger integration costs, tair value adjustment and
lease accounting adjustments; in 2003, no unusual items
were excluded.

2003 compared to 2002
SEGMENT OPERATING REVENUES

Cellular/PCS customers increased 9.6% during 2003. Net
cellular/PCS additions in 2003 increased 4.8 million com-
pared to 2002. Improvement in customer additions was
attributable to several business initiatives Cingular imple-
mented earlier in 2003: (1) reorganization of Cingular's
marketing, sales and operations activities from a national
to a regional basis to more effectively address local market
needs: (2) introduction of @ more meaningful brand
message; (3) increased emphasis on Cingular's affliation
with its parents and co-branding and more effectively
utilizing the parents’ sales channels in those areas where
Cingular’s wireless markets overlap with the parents’ wire-
line markets; and (4) more effective marketing execution
such as the “Family Talk” rate plan offer infroduced in the
third quarter of 2003. Prepaid subscriber growth was
impacted positively in 2003 by the KIC (Keep in Contact)
prepaid plan launched in the fourth quarter of 2002. The
reseller subscriber base was higher due to aggressive
growth by Cingular's primary reseller during 2003 and to a
loss of 374,000 MCl reseller customers in 2002, principally
when MCi made the decision to exit the wireloss reseller
business in the second half of 2002. The cellular/PCS churn
rate was 2.7% in 2003 compared with a 2.8% churn rate in
2002.

Total segment operating revenues increased $232 dur-
ing 2003. The growth in total operating revenues was a
result of improved service revenues driven by a farger
average cellular/PCS customer base, robust growth in

data revenues and increased regulatory fee revenues.
Strong customer growth and a significant increase in
handset upgrade activity in 2003 also contributed to
increased equipment revenues.

Service revenues increased $120 in 2003, driven by the
3.6% increase in the average subscriber base, a 14.4%
increase in local minutes of use, and a $64 increase over
prior year of revenues related to billings to Cingular’s
customers for the USF and other regulatory fees. Other
increases were a result of an increase in data revenues
from 2002, reflective of higher penetration and usage of
SMS short messaging data services with cellular/PCS$ cus-
tomers as well as increased revenue per customer related
to the Mobitex data business. Partially offsetting these
increases were a decrease in wireless Average Revenue
Per User (ARPU), declines in roaming and long distance
revenues reflecting the migration of customers to regional
and national rate plans and a reduction in roaming rates
with major roaming partners to support all-inclusive rate
plans. Additionally, the increase was offset partially by the
effects of Emerging Issues Task Force Issue No. 00-21
(EITF 00-21). Revenue Arrangements with Multiple Deliver-
ables, adopted July 1, 2003. iImplementation of EITF 00-21
resulted in a reclassification of certain direct channel
activation revenues from service revenues to equipment
revenues on a prospective basis only. As a result, service
revenue growth was reduced by approximately $44 for the
year.

ARPU for celiular/PCS customers declined 1.6% or $0.82
to $54.32 in 2003 from $52.44 in 2002. Increased sales of
lower ARPU “Family Talk’* plans in the second half of the
year, in combination with a higher percentage of lower
ARPU reseller and prepaid customers in Cingular's 2003
customer base, negatively impacted its overall ARPU when
compared with the prior year. Additionally, the impact of
increased revenue deferrals associated with its “roflover”’
rafe plans, which allow customers to carry over any unused
“anytime’’ minutes from month to month for up to one
year, plus the revenue reclassification as a result of the
adoption of EITF 00-21 also had a negative impact on
ARPU. Other unfavorable impacts include on-going com-
petitive pricing pressures and the reductions in roaming
and long distance revenues.

Equipment revenues increased $142 in 2003 compared
10.2002. An increase in handset revenues was primarity
driven by higher unit sales reflecting the nearly 14%
increase in cellular/PCS postpaid and prepaid gross cus-
tomer additions and a significant increase in the sale of
“"upgrade” handsets compared with the prior year. The
increased unit sales, particularly for upgrades, was a
function of both Cingular's GSM conversions and focused
efforts to increase the number of customers under contract
in anticipation of wireless local number portabiiity. These
increases also included the impact of the implementation
of EITF 00-21, which increased equipment revenues by
approximately $14.

BELLSOUTH 2004 33



MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS conTinuep

DOLLARS ARE IN MILLIONS,
BELLSOUTH CORPORATION

SEGMENT OPERATING EXPENSES

Cost of services and products

Cost of services and products primarily includes expenses
to monitor, maintain and service Cingular's network,
landline facilities expense, incoliect roaming charges from
other carriers, cost of equipment sales, and long distance
expense. Cost of services and products increased $308
during 2003. The primary driver of the increase of cost of
services was the increase in the cost of equipment sales of
$498. This increase was driven primarily by higher unit sales
associated with the large increase in gross customer
additions and upgrade unit sales. Overall, the increased
cost of equipment sales was also impacted by higher per
unit handset costs for upgrade units driven by a shift to
more advanced handsets, such as the dual mode TOMA/
GSM handsets in use during Cingular’s GSM system conver-
sion and newly introduced feature-rich GSM-only handsets.
Other increases in cost of services include increases in
local system costs of $164, partially offset by decreases in
third party system costs. Local systems costs confinue to be
driven by growth in system minutes of use. system expan-
sion and the increased costs of redundant TDMA and GSM
networks required during the cument GSM system overlay.
System minutes of use increased 19.1% in 2003. The
increase in focal system costs includes a $64 increase in
costs related to payments into the USF and other regula-
tory funds. The primary contributor to lower third party
system costs was a decrease in incollect roaming costs,
which decreased $53 in 2003. These reductions were a
result of lower negotiated roaming rates and cost reduc-
tions associated with the Mobile Telecommunications
Sourcing Act.

Advertising & Publishing Group

EXCEPT PER SHARE AMOUNTIS AND AS OTHERWISE INDICATED

Selling, general, and administrative expenses

Selling, general, and administrative expenses remained fiat
in 2003. Increases in Cingular's sefing expenses were offset
by decreases in costs related to maintaining and support-
ing its customer base and other administrative costs. Higher
commissions and advertising expenses were partially offset
by reduced employee-related costs as a result of the sales
operation reorganization in 2002.

Costs for maintaining and supporting the customer base
decreased $27 during 2003. Reduced costs included lower
bad debt expenses and billing expenses, partially offset by
increased residuais and upgrade commissions expenses
related to the existing customer base. The lower billing
expenses reflect cost reductions as a result of system
conversions and related consolidations in 2002.

Depreciation and amortization

Depreciation and amortization increased $95 in 2003. The
increase in depreciation expense of $106 was ahributable
to higher levels of gross property, piant and equipment
plus accelerated depreciation on TDMA assets that began
in 2003. Amortization expense declined $11 due to certain
finite-fived intangibles becoming fully amortized during
2002.

UNUSUAL ITEMS EXCLUDED FROM SEGMENT NET INCOME

Unusual items which were excluded from this segment’s
results consisted of the following: in 2003, no unusual items
were excluded: in 2002, $(56) related to impairment
losses.

Our Advertising & Publishing Group is comprised of companies in the US that publish, print, sell advertising in and perform

related services concerning alphabetical and classified tele
November 2004, BellSouth and SBC created an online intern
directory publisher www.yellowpages.com. This venture is ex

and expand traffic relationships.

phone directories and electronic product offerings. in

yellow pages joint venture that acquired the online

pected to allow us to expand the national advertising base

As discussed more fully in Note C to our consolidated financial statements, effective January 1, 2003, we changed our
method for recognizing revenues and expenses related to our directory publishing business from the publication and
delivery method (issue basis) to the deferral method (deferral basis). For BellSouth’s consolidated results, this change
was treated as a prospective change and prior year consolidated results were not restated. However, to align internal
reporting, the 2002 segment resuts for the Advertising & Publishing Group were recast to reflect the change. Under the
issue basis, we recognized 100% of revenues and direct expenses at the time the directories were published and
delivered. Under the deferral basis, we amortize, or recognize ratably, revenues and direct expenses over the life of the
related print directory, generally 12 months. When compared to'the issue-basis method, the deferral method causes
tfrends in current-period operating results to be fecognized in the income statement over a fonger period of fime and to

cross fiscai years.
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In 2003 and early 2004, our Advertising & Publishing Group was negatively affected by weak economic conditions and
competition. We expect an improving economy, combined with the execution of our business strategies, to result in

moderate revenue growth in 2005.

Percent Change

2003 vs. 2004 vs.
2002 2003 2004 2002 2003
Segment operating revenues
Advertising & Publishing revenues $2,010 $1,906 1,878 (5.2) (4.5)
Commission revenues 147 144 144 (2.0) (2.1)
Total segment operating revenues 2.187 2,060 2,019 (5.0) (1.5)
Segment operating expenses:
Cost of services and products 354 345 353 .7) 2.3
Selling. general, and administrative expenses 879 706 684 (19.7) (3.4)
Depreciation and amortization 29 26 28 (10.3) 7.7
Total segment operating expenses 1.259 1.077 1,065 (14.5) (1.4)
Segment operating income 898 973 954 8.4 (2.0)
Segment net income S 545 § 600 583 10.1 (2.8)
Segment net income including unusual items S 428 § 96 583 (77.6) *
Capital Expenditures $ 29 § 28 29 (3.4) 3.6

*  Not meaningful

2004 compared to 2003
SEGMENT OPERATING REVENUES

Segment operating revenues decreased $31 in 2004 com-
pared to 2003. The decreases include a reduction in print
revenues, partially offset by an increase in electronic
media revenues. Sales agency commission revenues de-
clined $3 in 2004 compared to 2003.

The print revenue decline between periods was primarily
driven by the amortization of revenues from directories
issued in the latter half of 2003. The decline in revenues
from 2003 directories was attributable to the lingering
effects of weak economic conditions in 2003 that affected
the directory advertising environment, and the continued
impact of online and offine media competition. These
factors also caused revenues from directories issued in the
first half of 2004 to be flat when compared to their 2003
issues. Revenues from directories issued in the second half
of 2004, however, achieved positive growth as a result of
expanded product offerings, increased distribution, suc-
cessful sales execution, growth in internet sales, and an
improving economy. Based on recent directory sales
volumes, revenues from directories to be issued 2005 are
also expected to show moderate positive growth over their
previous issues.

The $3 decline in sales agency commission revenues
was the result of the discontinuance of a line of business,
partially offset by growth in core sales.

SEGMENT OPERATING EXPENSES

Cost of services and products increased $8 in 2004
compared to 2003 driven by the impact of increased
distribution. Selling, general, and administrative expenses
decreased $22 in 2004 compared to 2003 driven primarily

by a $49 decrease in uncollectible expense, the result of
improved collection performance between periods. Varia-
ble costs associated with selling also decreased as a result
of the reduction in revenues. Partially offsetting these
decreases were increases in employee heaithcare, pension
and post-retirement medical costs, as well as increased
spending for advertising in response to @ more compstitive
environment. Depreciation and amortization expense in-
creased $2 during 2004 reflecting an increase in capital-
ized software.

UNUSUAL ITEMS EXCLUDED FROM SEGMENT NET INCOME
Unusual items that were excluded from this segment’s net

income consisted of the following: in 2004 there were no
unusual items; in 2003, unusual items of $(504) included

. the cumulative effect of change in accounting principle

and severance and pension costs.

2003 compared fo 2002
SEGMENT OPERATING REVENUES

Segment operating revenues decreased $107 from 2002 to
2003. The decrease included a reduction in print revenues
due to lower overall spending by our advertisers. The
decline in print revenue was partially offset by an increase
in revenues from electronic media offerings, resulting from
increased penetration of the print customer base. Sales
agency commission revenues decreased slightly as the
result of a discontinued line of business.

- Because of the accounting convention used for publish-
ing revenue, the revenue decline during 2003 was primarily
driven by the amortization of revenues from directories
issued in 2002, and to a lesser extent from those issued in
2003. Revenues from directories issued in 2003 also de-
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clined when compared to their 2002 issues attributable to
the factors discussed previously. Approximately 50% of the
decline was recognized in the segment’s 2003 income
statement, with the remainder to be recognized in 2004.

SEGMENT OPERATING EXPENSES

Cost of services and products decreased $6 in 2003,
primarily reflecting the impact of manufacturing cost re-
duction efforts. Selling. general, and administrative ex-
penses decreased $473 in 2003. Uncoliectible expense was
the primary driver of the reductions, decreasing $144. The
decrease reflects the impact of improved collection per-

Liquidity and Financial Condition

DESCRIPTION OF CASH FLOWS

EXCEPT PER SHARE AMOUNTS AND AS OTHERWISE INDICATED

formance in 2003. In addition, variable costs associated
with selling decreased as the result of the reduction in
revenues. Depreciation and amortization expenses were
relatively flat in 2003.

UNUSUAL ITEMS EXCLUDED FROM SEGMENT NET INCOME

Unusual items which were excluded from this segment’s
results consisted of the following: in 2003, $(504) included
the cumulative effect of a change in accounting principle
and severance and pension costs; in 2002, $(117) related
to an unbilled receivable adjustment, severance costs and
employee benefits related to workforce reduction.

Percent Change

2003 vs. 2004 vs.
Net cash provided by (used for): 2002 2003 2004 2002 2003
Continuing Operations
Operating activities $ 7.712 S 7.883 § 6,801 2.2 (43.7)
Investing activities (1.912) (2.706) (13,560) * *
Financing activities (4.443) (4,679) 5,074 (53) *
Discontinued Operations 72 428 (579) * *

*  Not meaningtul

Continuing Operations
NET CASH PROVIDED BY OPERATING ACTIVITIES

Cash generated by operations decreased $1,082 in 2004
compared to the prior year due primarily fo a $604
increase in income tax payments in 2004, a previously
accrued payment of approximately $81 to MCl related to
its bankruptcy settlement, a §77 payment associated with
the ratification of our contract with CWA, $460 of cash
expenses due to the hurricanes in 2004, and lower operat-
ing margins before depreciation and amortization in the
Communications group. Operating income excluding de-
preciation and amortization in the Communications group
decreased $393 in 2004 compared to the prior year.
Partiaily offsetting these increased payments were de-
creases over prior year of $141 in other postretirement
benefit funding and $45 in severance payments.

Cash generated by operations increased $171 during
2003 compared to the prior year. The increase was driven
primarily by lower severance payments and betfer receiv-
ables collections. Severance payments of $425 in 2003
declined $369 as compared to $494 of payments in 2002.
During 2003, we enhanced our processes with respect to
receivable collection management resulting in improved
collections. Decreases in interest income, due io lower
rates on our advance to Cingular and the loss of income
on an advance to KPN were substantially offset by lower
interest expense due to lower borrowings.
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Operating cash fiows in the next few years will be
negatively impacted by higher federal income tax pay-
ments as the timing of accelerated tax deprecation in
recent years begins to reverse.

NET CASH USED FOR INVESTING ACTIVITIES

Capital expenditures

Capital expenditures consist primarily of (a) gross additions
to property, plant and equipment having an estimated
service life of one year or more, plus the incidental costs of
preparing the assef for ifs intended use, and (b) gross
additions to capitalized software.

Our capital expenditures for continuing operations for
2000 through 2004 were as follows:

Millions % of Revenue
2000 $6,169 26.5
2001 $5.495 25.9
2002 $3.536 47.5
2003 $2.926 144
2004 $3,493 15.7

- The trend in capital spending levels over the past five
years reflects targeted capital deployment and better unit
pricing due to technological advances. The trend in
spending for capitalized software has increased over the
period driven by system enhancements to increase efficien-
cles and introduce new products. While spending levels



are expected to remain relatively flat as a percent of
revenue, we expect a slight shift in the mix of capital
expenditures toward broadband and other next-genera-
tion technologies. such as fiber optics and DSL.

We expect expenditures for 2005 to be financed sub-
stantially through internal sources and., to the extent
necessary, from external financing sources.

Ofther investing activities

During 2004, we contributed $14,440 to Cingular to fund its
acquisition of AT&T Wireless. in addition, we loaned Cingu-
lar $666 under a revolving credit agreement to fund higher
cash needs associated with the initial integration of AT&T
Wireless. We received net proceeds of $3,020 in connec-

tion with the sale of eight of our Latin American operations.

The sale of our investment in Sonofon resuited in proceeds
of $634, including the repayment of a shareholder loan.
Purchases and sales of short-term investments resuited in a
cash inflow of §4,593. Purchases and sales of equity
securities, primarily in our grantor trust, resulted in a net
cash outlay of §492.

Other 2003 investing activities inciude net proceeds of
$1.458 resulting from an early repayment by KPN of the
entire oufstanding balance of the loan we had extended
to them and the settlement of related currency swaps. In
June 2003, we sold our entire interest in two real estate
partnerships for net proceeds of $26. In conjunction with
the sale, we received proceeds of $97 for the repayment

of loans we had extended to the partnerships. During 2003,

we purchased $494 in debt and equity securities and
made net short-term investment purchases of $4,148.
Other 2002 investing activities include receipt of $2,268
in proceeds from the sale of shares in Qwest and KPN as
well as proceeds from a principal payment related to
loan to KPN. In addition, we contributed a total of $210 to
equity dffiliates, including $200 to Cingular. The $200
contribution related to income tax benefits reaiized by
BellSouth associated with our investment in Cingular. We

also made net purchases of short-term investments of $461.

NET CASH USED FOR FINANCING ACTIVITIES

Net borrowings of short-term and long-term debt of $7.057
during 2004 increased $9,337 over 2003, primarily due to
financing our share of the purchase price of Cingular’s
acquisltion of AT&T Wireless. Cash used for the purchase of
treasury shares declined $742 due to the expiration of the
Company’s stock repurchase program in December 2003.
Dividend payments increased $293 as compared to 2003
due to an increase in the annuat dividend rate to $4.04
per share from $.87 per share in 2003. In December 2004,
we calied $400 of debt, which was redeemed in January
2005.

Our debt to total capitalization ratio of 47.1% at

December 34, 2004 increased from 43.1% at December 31,

20083, refiecting the net issuance of short-term and long-
term debt, partially offset by a decrease in debt related to
our discontinued operations and an increase in equity.

Cash used for financing activities increased $236 during
2003 compared to 2002 due primarily to an increase in
dividends paid of $148 and an increase in purchases of
treasury shares of $267, partialiy offset by a reduction in
debt pay downs of $476. During 2003, we paid dividends of
$.87 per share totaling $1,608 and purchased 35.0 million
shares of our common stock for $858. During 2002, we paid
dividends of $.78 per share totaling $1,460 and purchased
22.3 mitlion shares of our common stock for $591.

We utilized cash in 2003 to pay down short-term
borrowings by $431 and long-term notes by $1.849. Our
debt to total capitalization ratio of 43.1% at December 34,
2003 decreased from 49.2% at December 31, 2002, reflect-
ing both the $2.4 billion debt pay down for both short-term
and long-term notes as well as an increase in equity due
to earnings partially offset by dividends declared.

Discontinued Operations

The following table includes cash flows from our discon-
tinued operations:

2002 2003 2004
Cash flows from operating activities $ 534 $ 646 § 564
Cash flows from investing activities (266) (140) (997)
Cash flows from financing activitles (206) (78) (143)
Total cash flows from discontinued
operations $ 72 S 428 §(579)

Operating Activity — Cash flows from operations de-
clined during 2004 impacted by working capital changes
and to a lesser extent by foreign currency translation rate
changes on cash balances. Cash flows from operations
improved during 2003 reflecting improved margins com-
pared to 2002 driven by growth in Ecuador, Colombia, and
the cumrency recovery in Argentina.

-Investing Activity — Capital expenditures from our dis-
continued operations were $249 in 2002, $274 in 2003 and
$225 in 2004. In addition to capital expenditures, 2004
investing activity included $793 in expenditures related to
the purchase of interests and other rights of minority
partners in Argentina, Colombia, Ecuador, and Venezusia.
Investing activity in 2003 includes proceeds of $35 from the
sale of our Colombian debt securities, $70 for the sale of
two Brazilian operations, and $37 for the sale of equity
securities. In addition to capital expenditures, 2002 invest-
ing activity includes a $94 payment related to a guaran-
tee payment on a Brazilian loan offset by $90 of proceeds
on sales of our investment in TCO.

Financing Activity — Payments on outstanding borrow-
ings were $458 in 2002, $78 in 2003, and $63 in 2004.
Financing activity also included net payments to minority
partners of $48 in 2002 and $80 in 2004.
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ANTICIPATED SOURCES AND USES OF FUNDS

General

The Communications group and Advertising & Publishing
group generate substantially all of our consolidated cash
provided by operating activities. These segments generate
sufiicient cash flow to fund their investing and financing
activities. Should other investing opportunities arise, we
believe we are well positioned to raise capital in the public
debt markets.

Our Board of Directors considers the cash dividend on
quarterly basis. Their objective is to maintain a competitive
dividend balanced with an evaiuation of projected free
cash fiow.

At December 341, 2004, our long-term debt rating was
A2 from Moody’s Investor Service and A from Standard and
Poor’s. Our short-term debt rating at December 34, 2004
was P-4 from Moody’s and A-1 from Standard and Poor's.
During 2004, Moody'’s reduced our long-term debt rating
from A1 to A2. Moody's indicated the rating was reduced
because of the loss of financial flexibility due to the
significantly increased debt levels associated with Cingu-
lar's acquisition of AT&T Wireless, increasing competition
that continues to erode profitability and the ability to
generate free cash flow, and increasing capital expendi-
tures associated with network upgrades which wili nega-
tively impact our ability to reduce debt over the near term.
Moody’s outiook on both our short and long-term ratings
remains negative. The reasons cited were our expanded
competitive challenges in the wireline business which could
erode our ability to reduce debt levels as planned and the
possibility of lower earnings and cash flow at Cingular if the
AT&T Wireless integration Is more expensive and time
consuming than anticipated. Standard and Poor's also has
a negative outlook on our long-term debt rating. The
reasons given are increasing competition in our wireline
business from the cable television companies, which could
drive down pricing and squeeze operating margins, and
near term pressures from the integration of AT&T Wireless.

Our authorized commercial paper program as of
December 31, 2004 was $10.5 billion, with $3.2 bitlion
outstanding. We believe that we have ready access to the
commercial paper market in the event funding in excess of
our operating cash flows is needed. We also have a
registration statement on file with the SEC under which
$3.1 biliion of fong-term debt securities could be issued.
Our sources of funds — primarily from operations and, to
the extent necessary, from readily available external fi-
nancing arrangements — are sufficient to meet all current
obligations on a timely basis. We believe that these
sources of funds will be suficient to meet the operating
needs of our business for at least the next twelve months.

Domestic wireless

The Domestic Wireless segment, which consists entirely of
our equity investment in Cingular, historically has not relied
on BellSouth for funding its operations and capital program
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but has relied upon the debt capital markets. Effective
August 1, 2004, BellSouth and SBC have agreed to finance
our respective pro rata shares of Cingular’s capital and
operating cash requirements based upon Cingular’s
budget and forecasted cash needs. Cingular also termi-
nated its bank credit facilities and ceased issuing commer-
cial paper and long-term debt. As of December 34, 2004,
we had outstanding advances under the line of credit of
$666 to fund cash needs associated with the initial integra-
tion of AT&T Wireless. During 2005, we expect Cingular to
pay down this advance and to distribute additional cash
to its parent companies.

Cash management

BeliSouth’s primary source of cash flow is dividends from its
subsidiaries. Generally, we do not permit our subsidiaries to
accumulate cash, requiring them to pay out either net
income or cash flow available in the form of dividends. Any
funding requirements for wholly owned domestic subsidiar-
ies are fulfiled by BellSouth Corporation.

Debt instruments

PUBLICLY HELD INDEBTEDNESS

BeliSouth and BeliSouth Telecommunications currently have
debt outstanding under various indentures that we have
entered into over the past twelve years. None of these
indentures contain any financial covenants. They do con-
tain limitations that restrict the Company’s (or the afiiliate
of the company that is a party to the indenture) abiiity to
create liens on their properties or assets (but not the
properties or assets of their subsidiaries) except in specified
circumstances. None of these indentures contains any
provisions that are tied to the ratings assigned to the
company or its affliates by an external debt rating agency.
Further, none of these indentures contains cross-default
provisions.

~On October 4, 2004, we entered into a syndicated
credit agreement that provides for lender commitments in
the aggregate principal amount of $9.0 billion. As of
December 31, 2004, aggregate lender commitments under
that agreement had been reduced to approximately
$2.0 billion. Of this amount, $4.0 billion expires on April 29,
2005 and the remaining amount expires on October 3,
2005. The agreement acts as a backup facility for our
commercial paper program. In addition, we have a syndi-
cated line of credit (together with the credit agreement,
the “credit facilities’’) in the amount of $4.5 billion. If the
line of credit is not drawn and the term conversion is not
exercised, the line of credit will expire on April 29, 2005.
We expect to enter into a new syndicated line of credit on
substantially similar terms. We do not have any balances
outstanding under the line of credit.

Except as described in this paragraph, the credit faclii-
ties contain no financial covenants or requirements for
compensating balances. Further, the credit facilities do not
contain any provisions that are tied to the ratings assigned



to us or our affiliates by an external debt rating agency. At
our election, any outstanding borrowings may be con-
verted to a one-year term loan, in which case the debt of
the Company and its consolidated subsidiaries is not
permitted to exceed 300% of consolidated earnings before
interest, taxes, depreciation and amortization for the pre-
ceding four quarters. In addition, the credit facilities pro-
hibit the Company and its significant subsidiaries from
permitting liens to be placed on their properties or assets
except in specified circumstances. If BefiSouth or any of our
subsidiaries defaults on any outstanding debt in excess of

$200, an event of default will occur under the line of
credit.

DISCONTINUED OPERATIONS

As of December 31, 2004, BellSouth Enterprises, a subsidiary
of BeliSouth, had guaranteed our Chilean operation’s $180
syndicated loan facility. This guarantee was terminated in
January 2005 when we sold our Chilean operations to
Telefonica Mdviles.

Off-Balance Sheet Arrangements and Aggregate Contractual Obligations

OFF-BALANCE SHEET ARRANGEMENTS

in most of our sale and divestiture fransactions we indemnify the purchaser for various items including labor and general
litigation as well as certain tax matters. Generally, the terms last one to five years for general and specific indemnities
and for the statutory review periods for tax matters. The events or circumstances that would require us to perform under
the indemnity are transaction and circumstance specific. We regularly evaluate the probability of having to incur costs
associated with these indemnifications and have accrued for expected losses that are probable. In addition, in the
normal course of business, we indemnify counter parties in certain agreements. The nature and terms of these indemnities
vary by fransaction. Historically, we have not incurred significant costs related to performance under these types of

indemnities.

We do not have transactions, arrangements or relationships with “special purpose’’ entities, and we do not have any off-

balance sheet debt.

CONTRACTUAL OBLIGATIONS

The following table discioses aggregate information about our contractual obligations as of December 34, 2004 and the

periods in which payments are due:

Payments Due by Period

Less than

Total i year 2006-2008 2009-2044 _After 2011

Debt maturing within 4 year $ 5475 $5.475 s - s - $ -
Long-term debt() 15,453 - 2,872 3.877 8.704
Interest on long-term debt 21,365 943 2,626 2,085 15.711
Operating leases 691 136 256 99 200
Unconditional purchase obligations® 3,102 723 1.599 780 -
Interest rate swaps®™ (2) (8) 2 4 -
Totai contractual cash obligations $46,084 $7.269 $7.355 $6,845 $24.,615

(1) The long-term debt amount above excludes $(77) of unamortized discounts and premiums included in long-term debt on the balance sheet
as of December 31, 2004. Payments after the year 2011 include the final princlpal amount of $500 for the Zero-to-Full Debentures due In 2095,

which have a carrying value of $232 as of December 31, 2004.

(2) The total unconditional purchase obligation Includes $472 related to agreements with Qwest and Accenture that do not stipulate annual
minimum purchases. The agreement with Qwest expires in 2010 and the Acceniure agreement expires in 2007. Of this amount, $6 is included
in the 2006 - 2008 column and $466 is included In the 2009 - 2011 column.

(3) The amounts due for the interest rate swaps and forward contracts are based on market valuations ot December 31. 2004. Actual payments,

if any. may differ at settlement date.

Pensions and other refiree benefits

As of December 31, 2004, our defined benefit pension
plans were fully funded. Therefore, we do not cumently
anticipate any cash funding needs to meet minimum
required funding thresholds. Over the past three years,
funding for other retiree benefits was $493 in 2002, $563 in

2003, and $422 in 2004. We currently expect funding in
2005 to be in the range of $450 to $500.

QTHER POIENTIAL OBLIGATIONS

Several issues of long-term debt included in the tabie
above contain embedded options which may require us to
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repurchase the debt or which may alter the interest rate
associated with that debt. Please refer to Note | to our
consolidated financial statements for further information on
these instruments. Those issues, their amounts and the date
of the related options, are as follows:

Issue Amount  Date of Put Option

20-put-1 Securities
Putable debentures

$4,000 Annuatlly in April
284 November 2006

RELATED PARTY TRANSACTIONS

We own an approximate 40% interest in Cingular. See
Note E to our consolidated financial statements for a
description of our relationship with Cingular.

Quantitative and Qualitative Disclosure
About Market Risk

DESCRIPTION OF RISK

We are exposed to various types of market risk in the normal
course of business, including the impact of interest rate
changes, changes in equity investment prices and foreign
curency exchange rate fluctuations. To manage this
exposure, we employ risk management strategies including

the use of derivatives such as interest rate swap agreements,
foreign cumrency forwards and currency swap agreements.
We do not hold derivatives for trading purposes.

Interest rate risk

Gur objective in managing interest rate risk is to maintain a
balance of fixed and variable rate debt that will lower our
overall borrowing costs within reasonable risk parameters.
Interest rate swaps are used to convert a portion of our
debt portfolic from a variable rate to a fixed rate or from a
fixed rate to a variable rate.

Risk sensltivity

Our use of derivative financial instruments is designed to
mitigate foreign currency and inferest rate risks, although
to some extent they expose us to credit risks. The credit
risks associated with these instruments are controlied
through the evaluation and continuat monitoring of the
creditworthiness of the counter parties. in the event that a
counter party fails to meet the terms of a contract or
agreement, our exposure is limited to the current value at
that time of the cumrency rate or interest rate differential
and not the full notional or contract amount. Such
contracts and agreements have been executed with
credit worthy financial institutions, and as such, we consider
the risk of nonperformance to be remote.

The following table provides information, by maturity date, about our interest rate sensitive financial instruments, which
consist of fixed and variable rate debt obligations and related interest rate derivatives. Fair values for the majority of our

long-term debt obligations are based on quotes from dealers.

Expected Maturity Date

Fair
2005 2006 2007 2008 . 2009 Thereafter Total Value
Liabilities
Long-term debt:

Fixed Rate $1.867 $1299 S 19 $621 $1.872 $10.434 $46,112  §17.449
Average interest rate 3.1% 52% 63% 5.7% 4.5% 6.4% 57%

Variable Rate $ 335 $§ 410 $500 - - - $ 1245 §$ 1,245
Average interest rate 27% 29% 3.7% 3.2%

Interest Rate Derivatives
Interest Rate Swaps:

Variable to Fixed $1.000 - $ - 8 -8 - 8 - $1000 S (29)
Average pay rate 5.9% 5.9%
Average receive rate 3.0% 3.0%

Fixed to Variable - - - $600 S 800 - $ 1400 5
Average pay rate 5.5% 4.8% 5.1%
Average receive rate 5.8% 4.8% 52%

PROPORTIONAL DEBT Cingular’s non-affliate debt and capitalized leases at
December 31, 2004, is shown in the table below.

We own cr} gpproxnmcﬁe 40% interest in Cingular Wireless, Consoiidated debf $20.583

and share joint control of the venture with SBC and, Plus: 40% of Cingular debt 5.099

therefore, do not consolidate these operations. Our Proportional debt $25,682

proportional debt, including our share of the face value of
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Operating Environment
DOMESTIC ECONOMIC TRENDS

On average, the sconomy of our nine-state region tends
to closely track the US economy. Real gross domestic
product (GDP) grew at an average annual rate of 4.4
percent in 2004, compared with an increase of 3.0 percent
in 2003. The improvement in the economy was marked by
gains in personal consumption expenditures, residential
construction. business investment in equipment and
software, federal government spending, and exports.
These gains were partly offset by an increase in imports.
Nonagricuttural employment increased 2.2 million during
the year and the unemployment rate dipped to 5.4
percent in December from 5.7 percent a year earlier. The
nation’s economic growth is expected to slow in 2005 to
near 3.5 percent. Employment gains are expected to
again exceed 2 million with the unemployment rate
receding further to 5.2 percent in 2005.

Nonagricultural employment in our nine-state region grew
1.4 percent during the year, and we anticipate a gain of
2.0 percent in 2005. Employment in the region has
historically been closely correlated with various measures
of BellSouth’s business performance. Residential
construction activity has been very strong in the region
and the nation. Through the third quarter of 2004, housing
starts were on pace to reach 5§88 thousand, exceeding the
633 thousand reached in 2003. We expect a more
moderate pace of construction activity for 2005.

WIRELINE REGULATORY ENVIRONMENT

The FCC regulates rafes and other aspects of our provision of
interstate telecommunications services, including intemational
rates and interstate access charges. State regulatory
commissions have jurisdiction over our provision of intrastate
telecommunications services, including local and long
distance rates and network access services. Access charges
are designed to compensate our wireline subsidiaries for the
use of their networks by other carriers. Our future operations
and financial results will be substantially influenced by
developments in a number of federal and state regulatory
proceedings. Adverse results in these proceedings could
materially affect our revenues, expenses and ability to
compete effectively against other telecommunications
carriers.

Regulatory Reform

Because traditional telecommunications providers such as
BellSouth are subject to significantly more regulatory
requirements than our competitors, we will encourage
reform efforts before legislatures and regulatory agencies.
As competition increases, our need for regulatory
requirements whose burdens more nearly equal those of
our competitors increases. We have encouraged both
state and federal legislators and regulators to adopt
reforms that prevent greater rate and service quality

regulation of our services than is imposed on our
competitors. In various dockets before the FCC, we have
urged it to accord our broadband and Internet Protocol
offerings a regulatory treatment more nearly like that it
accords broadband offerings by the cable industry, and to
forebear from old requirements, such as the Computer
Inquiry requirements that require us to tariff and offer
separately the telecommunications service portion of any
information service we offer and that assume our
telecommunications business is a monopoly.

We expect significant regulatory reform debate in the
jurisdictions where we provide traditional
telecommunications service. We cannot predict the
outcome of reform efforts. The continued imposition of
unequal regulatory burdens could have an adverse effect
on the results of operations.

Federal Regulatory Matters

The FCC regulates rates and other aspects of our provision
of interstate telecommunications services. in addition,
pursuant to the Telecommunications Act of 1996, the FCC
has authority to establish policies for pricing and terms of
interconnection between local exchange carriers and
incumbent local exchange carriers, such as BellSouth. Prior
to. 4996, this activity had been mostly the exclusive
jurisdiction of the state regulatory commissions. The states
now set the rates and establish terms for interconnection
within the policy framework ordered by the FCC. We
expect the FCC to continue policies that promote local
service competition.

FCC INTERCONNECTION, UNBUNDLING AND PRICING
RULES

Under the 1996 Act, the FCC is required o consider the
extent to which we must make elements of our network
available to other providers of local service. The FCC can
require access to proprietary network elements only when
“necessary”. For non-proprietary network elements, the
FCC can order access only when failure to do so will impair
the ability of the requesting carrier to provide services. The
elements provided under these requirements are known as
unbundied network elements, or "UNEs"”. The FCC also
establishes the pricing policy for elements. The policy
currently in effect is TELRIC (an acronym for Total Element
Long-Run Incremental Cost), which assumes a
hypothetical, lowest costs, most efficient network for
purposes of establishing prices for elements. The states
have set prices for elements under this policy since 1996.
The FCC's unbundling and pricing requirements have
caused us to provide service to competitors at deeply
discounted artificial prices, often below actual costs.

The FCC adopted UNE rules in 1996, 1999 and 2003. On
each occasion, the rules required significant unbundiing of
our loop, switching and transmission facilities. Although we
implemented the unbundling requirements as they were
adopted. we dlso participated in appeals that challenged
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their validity, and the courts generally invalidated the
unbundling requirements on each occasion,

Because we implemented the rules before the courts
found them invalid, we still have many contracts under
which we continue to provide UNEs, including the
unbundied network element platform, or UNE-P. As the rules
were invalidated, we pursued the options provided by law
and our contracts to reform our UNE offerings. In response
to the most recent invalidation and in addition to pursuing
legal options, we also have offered competitors
commercial and tariffed services that would replace the
services required by the invalidated rules. These offerings
have market-based prices and require longer term
commitments. We currently have approximately 45
commercial contracts with CLEC customers through which
our former UNE-P service is replaced with a mutually
acceptable commercial offering.

The most recent invalidation of the FCC tules became
effective on June 16, 2004. The FCC in August issued an
interim order that required incumbent locai carriers such as
BellSouth to continue operating under the terms of their
interconnection contracts until new rules were adopted or
March 2005, whichever occurs first. The FCC announced
new rules in December 2004 and, in February 2005,
released its order with the new rules. Its action effectively
refieves us of the obligation to accept new UNE-P orders
after March 10, 2005, and provides a 12-month transition
period to phase out existing UNE-P service. The order also
generally requires us to offer as UNEs certain high capacity
loop and transport services that competitors use to serve
business customers. The obligation to provide the services
as UNEs does not apply if the wire centers we use to
provide the service meet certain thresholds. However, only
a very small percentage of BellSouth’s wire centers meet
these thresholds. The FCC's action also permits competitors
to convert quaiifying higher priced special access tariff
services they currently use to the lower-priced UNE
services. Depending on the extent to which competitors
can and do choose to order these UNEs or convert existing
tariff services to UNEs, we could experience a material
adverse effect on operations.

We believe the action requiring unbundiing of high-
capacity loop and transport services is a violation of earlier
court orders, and we, along with other incumbent carriers,
have challenged the action in the D.C. Circuit Court of
Appeals. The Court has not set g schedule for considering
the case. Other parties may challenge other provisions of
the order through appeal or requests for reconsideration. If
the outcome of those actions requires us to increase the
number or scope of UNEs we must provide or allows
competitors greater abllity to substitute UNEs for special
access services, of contains other negative findings, we
could experience a material adverse effect on revenues
and results of operations.

In its 2003 unbundiing decision, the FCC refused to
require incumbents to unbundle the packet switching
facilities used to provide broadband service, and also
declined to require unbundling of newly constructed fiber
loops that connect at the customer premises. In October,
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in response to a BeliSouth request, the FCC adopted a
new rule that also frees certain “fiber to the curb” (FTTC)
installations from unbundling requirements. Under the new
rule, where BellSouth and other incumbent companies
install fiber optic technology within 500 feet of a residential
customer’s premises, the installation is not subject to the
FCC’s unbundling rules.

The FCC has established a proceeding to consider
modification of TELRIC. We are participating in the
proceeding and encouraging the adoption of a
methodology that allows appropriate recovery of the costs
of operating an actual network. To the extent the rules
resulting from the proceeding do not allow recovery of the
costs of operating an actual network, we will continue to
experience an adverse effect on revenues and results of
operations.

-On January 31, 2005, the FCC released a notice of
proposed rulemaking addressing its special access pricing
flexibility rules and criteria to obtain relief, as well as
regulation of special access services under federal price
cap regulation. Potential revenue loss from an adverse
decision could be material.

PRICE REGULATION

The FCC regulates interstate prices using a price regulation
plan, which fimits aggregate price changes to the rate of
infiation, minus a productivity offset, plus or minus other
cost changes recognized by the FCC. The productivity
factor can vary among services. Interstate prices have
been decreasing over the last few yedrs as a result of low
inflation in the US economy.

ACCESS CHARGE REFORM

The FCC has favored access reform, through which the
historical subsidy for residential local service contained in
network access charges paid by long distance carriers is
funded instead by the end-user, by universal service funds,
or both. As a result of a May 2000 FCC order implementing
access charge reform (referred to as the CALLS order), we
have reduced the interstate network access charges paid
by long distance carriers and increased interstate
subscriber line charges paid by end-users. These rate
changes better align our cost recovery with the way in
which we incur costs.

" We continue to participate in FCC examinations of
further access reform. The FCC has undertaken a
comprehensive examination of intercarrier

compensation - the payments among telecommunications
carriers resulting from use of their respective
interconnecting networks. In general, there are two classes
of intercarrier compensation: (1) reciprocal compensation
that applies to local cails; and (2) access charges that
apply to long distance calls. The objective of the FCC’s
comprehensive examination is to examine existing rules
pertaining to intercarrier compensation and explore
altemative forms of intercarrier compensation. This



examination could lead to permanent changes in the way
carriers compensate one another and in the way carriers
receive compensation from their end-user customer. In
February, the FCC announced that it would consider seven
policy models submitted by various commenters, each of
which would significantly reform intercarrier compensation.
We expect the FCC will also reconsider its methodology
and rates for reciprocal compensation as part of this
comprehensive intercarrier compensation reform. See

"~ Reciprocal Compensation’” below.

There are other aspects of access charges and
universal service fund contribution requirements that
continue to be considered by state and federal
commissions that could result in greater expense levels or
reduced revenues.

UNIVERSAL SERVICE

In 1998, the FCC's universal service order established
funding mechanisms for high-cost and iow-income service
areas. Telecommunications companies are required to pay
a specific percentage of their interstate and internationai
revenues into the Universal Service Fund to support the four
established programs. Alf long distance companies, local
telephone companies, paging companies, payphone
providers and wireless telephone companies must
contribute to the Universal Service Fund. We began
contributing to the new funds in 1998. During 2004, our
wireline operations contributed $307 to the Universal
Service Fund. The FCC does not require contributing
companies to recover their contributions directly from
customers. Like many other companies, however, BeliSouth
has chosen to recover universai costs directly from end-
users.

The FCC’s universal service mechanism for non-ural
carriers serving high-cost, low-income areas is designed to
ensure that customers in those areas receive telephone
service at affordable rates. BellSouth is receiving high-cost
support for service to residents in Alabama, Kentucky and
Mississippi.

The universal service order also established significant
discounts to be provided to eligible schools and libraries for
all telecommunications services, internal connections and
Internet access. Further, it established support for rural
health care providers so that they may pay rates
comparable to those that urban health care providers pay
for simitar services. Industry-wide annual costs of the entire
universal service program, estimated at approximately
$6 biliion, are o be funded out of the federal universal
service fund.

RECIPROCAL COMPENSATION

Following the enactment of the 1996 Act, our telephone
company subsidiary, BST, and various competitive local
exchange carriers entered into interconnection
agreements providing for, among other things, the
payment of reciprocal compensation for iocal calls
initiated by the customers of one carrier that are

completed on the network of the other carrier. These
agreements were the subject of litigation before various
regulatory commissions. After an FCC ruling in April 2004
prescribing new rates, BellSouth settled its claims with
competitors for trafic occurring through mid-June 2001,
and entered into agreements that contained the FCC
rates for traffic occurring from mid-June 2001 forward. The
District of Columbia Circuit Court of Appeadls, in the second
quarter of 2002, remanded the ruling to the FCC to
implement a rate methodology consistent with the Court’s
opinion. Although it has not issued an order responding to
the Court’s 2002 oplinion, the FCC, in October 2004,
granted a request by a competitor to forbear from
applying certain compensation caps and new market rules
required by its April 2001 decision. We expect that the FCC
will reconsider the rates and methodoiogy for reciprocal
compensation as part of its comprehensive evaluation of
intercarrier compensation, and we do not currently expect
any change in reciprocal compensatfion rates to have a
material effect on resuits of operations.

BROADBAND REGULATION

The FCC has pending dockets in which it is considering the
regulatory classification of broadband service. Specifically, it
is looking at whether broadband service should be deemed a
regulated telecommunications service or a nonregulated
information service. The FCC and various state public service
commissions are considering what rules and regulations
should apply to voice over infemet protocol (VolP) services.
We are unable to predict the outcome of these proceedings.
Because wireline telephony is transitioning toward broadband
services, the materiality of the outcome of these proceedings
to us is increasing over time.

SECTION 272 CLAIM

In December 2004, the FCC partially granted and
otherwise dismissed July 2004 claims of AT&T that two
optional discount special access tariffs violated various
provisions of the Communications Act. The FCC held that
one of the tariffs, the Transport Savings Plan, was unlawful
under Section 272 of the Act, which governs dealings
between BST and our long distance affiliate. That tariff,
originally filed in 1999, provided an overlay discount for
carriers that accepted its terms, which included a five year
commitment, a commitment for a defined amount of
spending on special access, and shortfall charges if
commitments were not met. The FCC held that the
discount structure in the tariff was insufficiently related to
cost, and unduly favored a class of carriers (including our
long distance affiliate) with relatively lower volume special
access spending. and discriminated against carriers with
relatively higher volumes. The FCC dismissed the other
claims associated with the Transport Savings Plan, and
dismissed all claims associated with the second tariff. We
do not agree with the FCC's finding, and appealed ifs
decision to the D.C. Circuit Court of Appeals. We do not
believe that AT&T has suffered any damages. and we
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believe that any such claims would be barred in whole or
in part by various provisions of law. At this time, however,
neither the likely outcome of the appeal nor AT&T’s
potential damages claim can be predicted, and therefore
no reasonable estimate of loss, if any, can be made.

State Regulatory Matters

We are subject to reguiation of our local and infrastate
long distance services by a state authority in each state
where we provide intrastate telecommunications services.
Such regulation covers prices, services, competition and
other issues.

PRICE REGULATION

We currently operate under price regulation pians in ail
states in our wireline territory. Under these plans, the state
regulatory commissions or state legisiatures have
ostablished maximum prices that can be charged for
certain telecommunications services. While such plans limit
the amount of increases in prices for specific services, they
enhance our ability to adjust prices and service options to
respond more effectively to changing market conditions
and competition. Price regulation also provides an
opportunity to benefit more fully from productivity
enhancements. The majority of these plans have limitations
on raising prices for basic local exchange services during
the early years with provisions for inflation-based price
increases in later years.

While some plans are not subject to either review or
renewal, other plans contain specified termination dates
and/or review periods. Upon review or renewal, a
regulatory commission could attempt to require substantial
modifications to prices and other terms of these plans.
During 2004, our plans in Alabama, Kentucky and Muississippi
were updated without material modification. A review of
our North Carolina plan is pending..

Beginning in 1996, we operated under a price regulation
plan approved by the South Carolina Public Service
Commission (PSC) under existing state laws. In April 1999, )
however, the South Carolina Supreme Court invalidated
this price regulation plan. In July 1999, we elected to be
regulated under a new state statute, adopted subsequent
to the PSC’s approvai of the earlier plan. The new statute
allows telephone companies In South Carolina to operate
under price regulation without obtaining approval from the
PSC. The election became effective during August 1999.
The South Carolina Consumer Advocate petitioned the PSC
seeking review of the level of our eamings during the 1996-
1998 period when we operated under the subsequently
invalidated price regulation plan. The PSC dismissed the
petition in November 1999 and issued orders confirming the
vote in February and June of 2000. In July 2000, the
Consumer Advocate appealed the PSC's dismissal of the
petition. in January 2004, the court hearing the appeal
affirmed the PSC’s decision. An appeal of this decision to
the South Carolina Supreme Court was filed in March 2004.
In April 2004, BeliSouth entered into agreements that
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completely terminated the litigation. Under the terms of
the settlement, BellSouth refunded $50 to its South Carolina
end user customers in 2004. BellSouth agreed to settle the
case to avoid further expensive litigation and uncertainty
relating to the outcome of the litigation. The settlement is
not an admission of liability.

OTHER STATE REGULATORY MATTERS

In each of our states, we are subject to performance
measurement plans that measure our service performance
to competitors against certain benchmarks and our own
retail performance. When we do not meet the relevant
standards, we make payments to the competitors or the
State’s treasury. In some states, if we continuously fail to
meet certain criteria, we also would suspend our marketing
and saie of fong distance services. We made immaterial
payments in all states in 2003 and 2004, and likely will
make immaterial payments in 2005. The pians are reviewed
regularly for necessary changes.

WIRELESS REGULATORY ENVIRONMENT

Overview

The FCC regulates the licensing, construction, operation,
acquisition and fransfer of wireless systems in the US
pursuant to the Communications Act of 1934
{(Communications Act) and its associated rules, regulations
and policies.

To obtain the authority to have the exclusive use of
radio frequency spectrum in an area within the US, wireless
communications systems must be licensed by the FCC to
operate the wireless network and wireless devices in
assigned spectrum segments and must comply with the
rules and policies governing the use of the spectrum as
adopted by the FCC. These rules and policies, among
other things:

» regulate Cingular’s ability to acquire and hold radio
spectrum licenses or to lease spectrum;
‘impose technical obligations on the operation of
Cingular's network;
impose requirements on the ways Cingular provides
service to and communicates with its customers;
regulate the interconnection of Cingular's network with
the networks of other carriers;
obligate Cingular to permit resale of its services by
resellers, if it offers resale opportunities, and to serve
roaming customers of other wireless carriers; and
< impose a variety of fees and charges on Cingular’s
business that are used to finance numerous regulatory
programs and a substantial part of the FCC's budget.
Licenses are issued for only a fixed period of time, typically
40 years. Consequently, Cingular must periodically seek
renewal of those licenses. The FCC will award a renewat
expectancy to a wireless licensee that has provided
substantial service during its past license term and has
substantially complied with applicable FCC rutes and
policies and the Communications Act. The FCC has
rdu’rinely renewed wireless licenses in the past, However,



the Communications Act provides that licenses may be
revoked for cause and license renewal applications denied
if the FCC determines that a renewal would not serve the
public interest. Violations of FCC rules may also result in
monetary penalties or other sanctions. FCC rules provide
that applications competing with a ficense renewai
application may be considered in comparative hearings
and establish the qualifications for competing applications
and the standards to be applied in hearings.

Wireless systems are subject to Federal Aviation
Administration and FCC regulations governing the location,
lighting and construction of transmitter towers and antennas
and are subject to regulation under federal environmental
laws and the FCC's environmental regulations, including
limits on radio frequency radiation from wireless handsets
and towers. Zoning and land use regulations, including
compliance with historic preservation requirements, also
apply to tower siting and construction activities.

Recent Regulatory Developmenis

The FCC eliminated the rules limiting the amount of
spectrum a wireless carrier can own in a markef effective
January 4., 2003. It has not yet replaced these spectrum
limits with published rules or guidelines setting forth how the
FCC will review carriers’ spectrum aggregations. The FCC
also efiminated the prohibition on ownership of both
cellular licenses by a single entity except it will review on a
case-by-case basis applications for authority to own both
cellular licenses in a rural area. Certain acquisitions of
spectrum would remain subject to approval of the US
Department of Justice.

The FCC has imposed rules requiring carriers to provide
emergency 911 services, inciuding enhanced 911 services
that provide to local public safety dispatch agencies the
calier's communications number and approximate
location. Providers are required to transmit the geographic
coordinates of the customer's location within accuracy
parameters set forth by the FCC, either by means of
network-based or handset-based technologies. Providers
may not demand cost recovery as a condition of doing so.
although they are permitted to negotiate cost recovery if
it Is not mandated by the state or local governments.
Because of the delayed availability of vendor equipment
that could reasonably be relied upon to comply with the
FCC's location accuracy rules, Cingular and other wireless
carriers negotiated settlement arrangements with the FCC
that modified compliance standards and deadlines.

The FCC has established federal universal service
requirements that affect commercial mobile radio service
operators. Under the FCC's rules, commercial mobile radio
service providers are potentially eligible to receive
universal service subsidies for the first time; however, they
are also required to contribute to the federal universal
service fund and may be required to contribute to state
universal service funds. Contributions into the federal fund
are based on the interstate and international revenues
generated by the properties owned by a commercial
mobile radio service provider. For 2004, Cingular had

payment obligations into the federal universal service fund
of approximately $445. Because the amount that Cingular
is required fo pay into the fund is based on revenues
generated by its properties, we anticipate that this amount
should continue to increase over time. Cingular recovers
most of this expense from its customers. Many states also
are moving forward to develop state universal service fund
programs. A number of these state funds require
contributions, varying greatly from state to state, from
commercial mobile radio service providers. If these
programs expand they will impose a comespondingly
growing expense on Cingular’s business. As mentioned,
commercial mobile radio service providers are now eligible
to receive universal service subsidies if federal and state
conditions are met. Cingular is planning to pursue this
funding in states where the cormresponding regulatory
burdens do not exceed the benefits of the subsidies.

. In November 2003, the FCC's rules on wireless local
number portability became operative, enabling wireless
customers to keep their wireless number when switching to
another carrier. These rules have increased competition,
costs and customer churn across the industry.

The FCC has adopted rules requiring wireless providers
to provide functions to facilitate electronic surveillance by
law enforcement officials pursuant to the Communications
Assistance for Law Enforcement Act of 1995. These
obligations are likely o result in significant costs to Cingular
for the purchase, installation and maintenance of network
software and other equipment needed.

The Communications Act and the FCC's rules grant
various rights and impose various obligations on
commercial mobile radio service providers when they
interconnect with the facilities of local exchange carriers.
Generally, commercial mobile radio service providers are
entitled to “reciprocal compensation’ in connection with
the termination of wireline-originated local traffic, in which
they are entitled o collect the same charges for
terminating wireline-to-wireless local traffic on their system
similar to the charges that the local exchange carriers levy
for terminating wireless-to-wireline local calls.
Interconnection agreements are typically negotiated by
carriers, but in the event of a dispute, state public utility
commissions, courts and the FCC all have a role in
enforcing the interconnection provisions of the
Communications Act. Although Cingular has
interconnection agreements in place with the major local
exchange carriers in virtually all of its service areas, those
agreements are subject to modification, expiration or
termination in accordance with their terms. Moreover,
Cingular is negotiating and must continue to negotiate
interconnection agreements with a number of
independent telephone companies in its service areas.
Until these agreements are concluded, Cingular must
accrue for contractual liabilities associated with the
resulting unpaid invoices from those companies.
Additionally, as Cingular expands its coverage footprint,
Cingutar will be required to negotiate interconnection
arrangements with other wireline carriers.
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State Regulation and Local Approvals

With the rapid growth and penetration of wireless services
has come a commensurate surge of interest on the part of
state legislatures and state public utility commissions and
local governmental authorities in regulating the domestic
wireless Industry. This interest has taken the form of efforts
to regulate customer billing, termination of service
arrangements, advertising, filing of “informational’ tariffs,
certification of operation, use of handsets when driving,
service quality, sales practices, and many other areas. We
anficipate that this trend will continue. it will require
Cingular to devote legal and other resources to working
with the states to respond to their concermns while
minimizing any new regulation that could increase
Cingular's costs of doing business.

While the Communications Act generally preempts state
and local governments from regulating entry of, or the
rates charged by, wireless carriers, it also permits a state to
petition the FCC to allow it to impose commercial mobile
radio service rate regulation when market conditions fail
adequately to protect customers and such service is a
replacement for a substantial portion of the telephone
wireline exchange service within a state. No state currently
has such a petition on file. In addition, the Communications
Act does not expressly preempt the states from regulating
the “terms and conditions” of wireless service.

Several states have invoked this “terms and conditions”
authority to impose or propose various consumer
protection regulations on the wireless industry. California’s
recently enacted rules are potentially quite costly. States
also may impose their own universal service support
requirements on wireless and other communications
carriers, similar to the requirements that have been
ostablished by the FCC. At the local level, wireless facilities
typically are subject to zoning and land use regulation.
Neither local nor state governments may categorically
prohibit the construction of wireless facilities in any
community or take actions, such as indefinite moratoria,
which have the effect of prohibiting construction.
Nonetheless, securing state and local government
approvals for new tower sites has been and is likely to
continue fo be difficult, lengthy and costly.

In addition, state commissions continue their efforts to
conserve telephone numbering resources. These efforts
may impact wireless service providers disproportionately by
imposing additional costs or fimiting access to numbering
resources. examples of state conservation methods include
number pooling, number rationing and code sharing. In
many non-top 400 markets, the supply of new numbers is
inadequate to meet growing customer demands, but
states have been and continue to be reluctant to deploy
new area codes.

Further, states have become more active in imposing new
faxes on wireless carers, such as gross receipts taxes, and
fees for items such as the use of pubtic rights of way. These
taxes and fees are generally passed through to Cingular's
customers and result in higher costs to its customers.

46 BELLSOUTH 2004

COMPETITION

There are many competitive forces that impact our
businesses. The Telecommunications Act of 4996 removed
the regulatory barriers to local service competition in the
wireline market and required incumbent carriers such as us
to open our networks to other carriers.

Competitors primarily ufilize our local wireline network
under two methods: resale and through the use of UNE
platform. Lines provided on a resale basis include all of the
components necessary for a wholesale customer to
provide complete service delivery to an end-user. UNEs
represent components of our network that wholesale
customers may combine with components of their own
networks, or with other UNEs purchased from us (referred to
as a UNE platform or UNE-P) to allow complete service
delivery to an end-user. Wholesale UNE prices are based
on a forward-looking cost model and the premise of a
most efficient, least cost network design. Because the
pricing Is not based on actual cost, certain costs that exist
in today’s network are not adequately addressed in the
calculations. The impact of competitors’ use of UNEs and
the UNE platform on us is two-fold in that it results in lower
revenue per access line and has a detrimental impact on
our. margins as we retain the actual level of costs to
maintain and to service the access line. The impact is
amplified due to the competitors’ fashioning service
bundles that target high revenue customers. Under the
legacy framework of state PSC-mandated subsidies,
business rates are artificially higher in order to subsidize
lower residence and rural rates. In addition, revenues from
non-UNE sources such as switching and calling features as
well-as complimentary services such as inside wire
maintenance, operator services and directory assistance,
are lost to UNE-P provisioned lines.

We plan to compete through aggressive marketing,
competitive pricing. bundied services, technical innovation
and customer service. We will offer consumers a full range
of services-local, long distance, Intemet access, wireless
and more-while remaining committed to our high level of
customer service and vaiue.

Cingular’s abiiity to compete successfully will depend. in
part, on the quality of its network, customer service, and
sales and distribution channels, as well as its marketing
efforts and ability to anticipate and respond to various
competitive factors affecting the industry. These factors
include the introduction of new services and fechnologies,
éhanges in consumer preferences, demographic trends,
economic conditions, pricing strategies of competitors and
its ability to take advantage of its wireless/ wireline service
area overiap with BellSouth and SBC. As a result of
competition, Cingular has in the past and may in the future
be required to:

» increase its spending to retain customers;

» restructure Its service packages to include more

compelling products and services;

« further upgrade its network infrastructure and the

handsets Cingular offers; and



* increase its advertising, promotionatl spending,
commissions and other customer acquisition costs.

TECHNOLOGY

We are continually upgrading our networks with digital and
optical technologies, making them capable of delivering a
full complement of voice and data services. This
modernization of the network is critical to our success in
providing the data connectivity demanded by customers
and to compete with fiber networks being constructed or
currently utilized by start-ups and cable companies. This
confinuing effort will require investment of significant
amounts of capital in the future.

Digital wireless technology is rapidly evolving and the
development of a common roaming platform for digital
wireless technologies could result in more intense competition
and have an adverse effect on our results of operations.

LEGAL MATIERS

We are involved in numerous legal proceedings associated
with state and federal reguiatory matters, the disposition of
which could materially impact our operating results and
prospects. See Note Q to our consolidated financial
statements.

NEW ACCOUNTING PRONOUNCEMENTS

See Note B to our consolidated financial statements for a
description of new accounting pronouncements.

Critical Accounting Policies

We consider an accounting estimate to be critical if:

(1) the accounting estimate requires us to make
assumptions about matters that were highly uncertain at
the time the accounting estimate was made, and

(2) changes in the estimate that are reasonably likely to
occur from period to period, or use of different estimates
that we reasonably could have used, would have a
material impact on our financial condition or results of
operations.

Senior management reguiarly discusses the
development and selection of these critical accounting
estimates with the Audit Committee of our Board of
Directors and the Audit Committee has reviewed the
disclosure set forth below.

DEPRECIATION OF PROPERTY, PLANT AND
EQUIPMENT

See Note H to our consolidated financial statements for
more information regarding costs and assumptions for
property, plant and equipment.

Nature of estimates required

We use the group life method to depreciate the assets of
our telephone subsidiary. Telephone plant acquired in a
given year is grouped into similar categories and
depreciated over the remaining estimated useful life of the
group. Due to rapid changes in technology and new
compstitors, selecting the estimated economic life of
telecommunications plant and equipment requires a
significant amount of judgment. We periodically review
data on expected utilization of new equipment, asset
retirement activity and net salvage values to determine
adjustments to our depreciation rates. We aiso utilize
studies performed by outside consultants to assist us in our
detfermination. We have not made any changes to the
lives of assets resulting in a material impact in the three
yedars presented.

Sensitivity analysis

The effect of a one year change in the useful lives of our
telephone plant accounts is shown below:

2005 Depreciation Expense

Higher/ (Lower)
Increasing economic life by
one year $(290)
Decreasing economic life by
one year 360
PENSIONS

See Note L to our consolidated financial statements for
more information regarding costs associated with
employee retirement benefits.

Nature of estimates required

The measurement of our pension obligations, costs and
liabilities is dependent on a variety of assumptions
including estimates of the present value of projected
future pension payments to plan participants,
consideration of the likelihood of potential future events
such as salary increases and demographic experience.
These assumptions may have an effect on the amount and
timing of future contributions, if any. Additionaily, the plan
trustee conducts an independent valuation of the fair
value of pension plan assets.

Assumptions and approach used

The assumptions in developing the required estimates
include the foliowing key factors:

. -+ Discount rates
.« Inflation
* Salary growth
* Expected return on plan assets
. Retirement rates
* Mortality rates
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The discount rate enables us to state expected future cash
flows at a present vaiue on the measurement date. We
are required to select a rate that represents the market
rate for high-quality fixed income investments and
considers the timing and amounts of our expected future
benefit payments. A lower discount rate increases the
present vaiue of benefit obligations and usually increases
expense. However, the expense impact for our plans
currently has an opposite impact (lower discount rate
decreases expense). This impact occurs because our plan
is currently within the specified coridor that under
accounting rules does not require us to amortize the
discount rate assumption change as It relates to the
obligation but we do receive the benefit of lower interest
rates in calculating the current period interest component
of net periodic pension cost. Our inflation assumption is
based on an evaluation of external market indicators. The
salary growth assumptions reflect our long-term actual
experience, the near-term outlook and assumed inflation.
The expected return on plan assefs reflects asset
allocations, investment strategy and the views of
investment managers and other large pension plan
sponsors. For 2003, we reduced our estimated return on
plan assets to 8.5% reflecting lower expected long-term
market returns. Retirement and mortality rates are based
primarily on actual plan experience. The effects of actual
results differing from our assumptions are accumulated and
amortized into the income statement in future periods in
accordance with the pension accounting rules.

Sensitivity analysis

The effect of the change in the selected assumptions is
shown below:

Percentage December 34, 2004
Point Obligation 2005 Expense
Assumption Change Higher/ (Lower)  Higher/(Lower)
Discount rate +/- 0.5 pts. $(454)/5472 $18/5(24)
Expected return
on assets +/- 4.0 pts. - (151) /1514

OTHER POSTRETIREMENT BENEFITS

See Note L to our consolidated financial statements for
more information regarding costs associated with
postretirement benefits.

Nature of esfimates required

We provide certain medical, dental and life insurance
benefits to substanticily all retired employees under various
pians and accrue actuarially determined postretirement
benefit costs as active employees earn these benefits. For
postretirement benefit plans, the benefit obligation is the
“accumulated postretirement benefit obligation,” the
actuarial present value as of a date of all future benefits
attributed under the terms of the postretirement benefit
plan o employee service rendered to that date. The
measurement of our obligations associated with
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postretirement benefits (e.g., retiree health care) is
dependent on a variety of assumptions. This includes
estimating the present value of projected future payments
to plan participants, net of projected government
prescription drug subsidy receipts, and consideration of the
likelihood of potential future events such as demographic
experience. These assumptions may have an effect on the
amount and timing of future payments. Additionally, the
plan trustee conducts an independent valuation of the fair
value of plan assets.

Assumplions and approach used

Our contract with the CWA provides for contractual limits
on the company-funded portion of retiree medical costs

(referred to as “"caps’’). We have waived the premiums in

excess of the caps during the current and past contract
periods and, therefore have not collected contributions
from those non-management retirees in effect creating a
substantive plan. Based on this past practice, we
determine the future obligation based on this substantive
plan. Accordingly, we calcuiate the obligation for non-
management retiree medicat costs as if there were no
caps.

The assumptions used in developing the required
estimates include the foliowing key factors:

"= Discount rates

Health care cost irends

Inflation

Expacted return on plan assets

Retirement rates

Mortality rates

Actuarial equivalence for purposes of the Medicare
Prescription Drug, Improvement and Modernization
Act

The discount rate enables us to state expected future
cash flows at a present value on the measurement date.
We are required to select a rate that represents the
market rate for high-quality fixed income investments and
considers the timing and amounts of our expected future
benefit payments. A lower discount rate increases the
present value of benefit obligations and expense. Our
health care cost trend assumptions are developed based
on historical cost data, the near-term outlook, and an
assessment of likely long-term trends. Our inflation
assumption is based on an evaluation of external market
indicators. The expected return on plan assets reflects
asset allocations, investment strategy and the views of
investment managers and other large plan sponsors.
Retirement and mortality rates are based primarily on
actual pian experience. Actuarial equivalence was based
on-comparing the Medicare Part D standard drug
coverag? and premiums to BeliSouth’s retiree prescription
drug coverage and premiums. We caiculated the actuarial
values based on our specific experience combined with
published nationwide statistics. The effects of actual results
differing from our assumptions are accumulated and
amortized into the income statement in future periods in



accordance with the other postretirement benefits
accounting rules.

Sensitivity analysls

The effect of the indicated increase/decrease in the
selected assumptions is shown below:

Percentage December 341, 2004

Point Obiligation 2005 Expense
Assumption Change Higher/(Lower) Higher/(Lower)
Discount rate +/- 0.5 pts. $(648)/5693 $(42)/%43
Health care
cost trend +/- 1.0 pts. 1.254/(1.030) 187/(143)

OTHER LOSS CONTINGENCIES

Other loss contingencies are recorded as liabilities when it
is probable that a liability has been incurred and the
amount of the loss is reasonably estimable. Disclosure is
required when there is a reasonable possibility that the
ultimate loss will exceed the recorded provision.
Contingent liabilities are often resolved over long time
perlods. Estimating probable losses requires analysis of
multiple forecasts that often depend on judgments about
potential actions by third parties such as regulators.

OTHER SIGNIFICANT ACCOUNTING POLICIES

Other significant accounting polices, not involving the
same level of measurement uncertainties as those
discussed above, are nevertheless important to an
understanding of the financial statements. Policies related
to revenue recognition, sfock-based compensation,
uncollectible reserves and tax valuation allowances require
dificult judgments on complex matters that are often
subject to multiple sources of authoritative guidance.
Certain of these matters are among topics currently under
re-examination by accounting standard setters and
regulators. Although no specific conclusions reached by
these standard setters appear likely to cause a material
change in our accounting policies, outcomes cannot be
predicted with confidence. Also see Note A to our
consolidated financial statements, which discusses
accounting policies that we have selected from
acceptable alternatives.

Cautionary Language Concerning
Forward-Looking Statements

In addition to historical information, this document contains
forward-looking statements regarding events, financial
trends and critical accounting policies that may affect our
future operating results, financial position and cash flows.
These statements are based on our assumptions and
estimates and are subject to risks and uncertainties. For
these statements, we claim the protection of the safe
harbor for forward-looking statements provided by the
Private Securities Litigation Reform Act of 1995,

There are possible developments that could cause our
actual results to differ materially from those forecast or
implied in the forward-looking statements. You are
cautioned not to place undue reliance on these forward-
looking statements, which are current only as of the date
of this filing. We disciaim any intention or obligation to
update or revise any forward-looking statements, whether
as a result of new information, future events or otherwise.

While the below list of cautionary statements is not
exhaustive, some factors, in addition to those contained
throughout this document, that could affect future
operating results, financial position and cash flows and
could cause actual results to differ materially from those
expressed in the forward-looking statements are:

a change in economic conditions in the markets
where we operate or have material investments which
could affect demand for our services;

the impact and the success of Cingular Wireless, our
wireless joint venture with SBC, including marketing
and product development efforts, technological
changes and financial capacity;

Cingular Wireless’ failure to realize, in the amounts
and within the timeframe contemplated, the capital
and expense synergies and other financial benefits
expected from its acquisition of AT&T Wireless as a

-result of technical, logistical, regulatory and other

factors;

changes in laws or regulations, or in their
interpretations, which could result in the loss, or
reduction in value, of our licenses, concessions or
markets, or in an increase in competition, compliance
costs or capital expenditures;

continued pressures on the telecommunications
industry from a financial, competitive and regulatory
perspective;

the intensity of competitive activity and its resulting
impact on pricing strategies and new product
offerings;

changes in the federal and state regulations
governing the terms on which we offer retail and
wholesale services;

continued successful penetration of the interl ATA
fong distance market;

the impact on our business of consolidation in the
wireline and wireless industries in which we operate;
the issuance by the Financial Accounting Standards
Board or other accounting bodies of new accounting
standards or changes to existing standards;
changes in available technology that increase the
impacts of technology substitution;

higher than anticipated start-up costs or significant

~ up-front investments associated with new business

initiatives;

the outcome of pending litigation; and

unanticipated higher capital spending from, or delays
in, the deployment of new technologies.
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CONSOLIDATED STATEMENTS OF INCOME
BELLSOUTH CORPORATION

For the years ended December 31,

(IN MILLIONS, EXCEPT PER SHARE AMOUNTS) 2002 2003 2004
Operating Revenues:
Communications Group $18,226 $18.255 $48,23¢9
Advertising & Publishing Group - 1.921 2,033 2,005
All other 60 53 56
Total Operating Revenues 20,207 20,341 20,300

Operating Expenses:
Cost of services and products (excludes depreciation

and amortization shown separateiy below) 6,670 6,991 7,520
Selling. general, and administrative expenses . 3.891 3.777 3,846
Depreciation and amortization 4,202 3,811 3,636
Provisions for restructuring and asset impairments 990 205 39

Total Operating Expenses 16,763 14,784 45,014

Operating income 4,454 5,557 5,289
interest expense 1,066 Q47 946
Net earnings of equity dffiliates 542 452 68
Gain (loss) on sale of operations 1,335 - 462
Other income (expense), net 102 362 283
Income from Continuing Operations Before Income Taxes, Discontinued

Operations and Cumuiative Effect of Changes in Accounhng Principle 5,367 5.424 5,186
Provision for Income Taxes 4,892 1,936 1,792
Income from Continuing Operations Before Discontinued Operations and

Cumulative Effect of Changes in Accounting Principle 3,475 3,488 3,394
Income (Loss) from Discontinued Operations, Net of Tax (867) 104 1,364
Income Before Cumulative Effect of Changes in Accounting Principle 2,608 3.589 4,758
Cumulative Effect of Changes in Accounting Principle, Net of Tax (1.285) 315 -

Net Income $ 1,323 $ 3.904 $ 4,758

Weighted-Average Common Shares Outstanding:

Basic 1,870 4.848 1,832

Diluted 4,876 1,852 1,836

Basic Earnings Per Share:
Income from Continuing Operations Before Discontinued Operations and

Cumulative Effect of Changes in Accounting Principle S 1.86 S 1.89 $ 185
Discontinued Operations, net of tax S (46) § .05 § .74
Cumulative Effect of Accounting Changes, net of tax S (.69) § 7 $ —
Net Income S 74 S 211 $§ 260

Diluted Earnings Per Share:
Income from Continuing Operations Before Discontinued Operations and

Cumulative Effect of Changes in Accounting Principle S 185 S 1.88 § 185
Discontinued Operations, net of tax : $  (.46) $ .05 $ 74
Cumulative Effect of Accounting Changes, net of tax S (.68) s 47 $ —
Net Income* s 71 $ 2.4 $ 259

Dividends Declared Per Common Share S 79 S 92 $ 106

- Net income per share may not sum due to rounding

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATYTED BALANCE SHEETS
BELLSOUTH CORPORATION

December 31,

(IN MILLIONS) 2003 2004
ASSETS
Cutrent Assets:
Cash and cash equivalents §$2947 § 680
Short-term investments 1.609 16
Accounts receivabie, net of allowance for uncollectibles of $496 and $317 2,870 2,559
Material and supplies 375 324
Other current assets 1,048 4,055
Assets of discontinued operations - 1,068
Total current assets 8.849 5,699
Investments in and advances to Cingular 7.679 22,774
Property, plant and equipment, net 23,807 22,039
Other assets 6,977 7,400
Intangible assets, net 2,297 1,587
Goodwill 93 -
Total assets $49,702 $59,496
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current Liabilities:
Debt maturing within one year $ 3491 § 5475
Accounts payabie 1,339 1,047
Other current liabilities 3.628 3,048
Liabilities of discontinued operations - 830
Total current liabilities 8,458 40,370
Long-term debt 11,489 15,108
Noncurrent liabilities:
Deferred income taxes 5,349 6,492
Other noncurrent liabilities 4,694 4,460
Total noncurrent liabilities 10,043 10,952
Shareholders’ equity:
Common stock, $1 par value (8,650 shares authorized:

1,830 and 1,831 shares outstanding) 2,020 2,020
Paid-in capital 7.729 7,840
Retained eamings 16,540 19,267
Accumulated other comprehensive income (loss) (585) (457)
Shares held in trust and treasury (5,992) (5,904)

Total shareholders’ equity 19.712 23,066

Total liabilities and shareholders’ equity $49,702 §59,496

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH

BELLSOUTH CORPORATION

(IN MILLIONS)

FLOWS

For the years ended December 31,

2002 2003 2004
Cash Flows from Operating Activities:
Income from continuing operations before discontinued operations and
cumulative effect of changes in accounting principle : $ 3475 $ 3,488 $ 3,394
Adjustments to reconcile income fo cash provided by operating activities :
from continuing operations:
Depreciation and amortization 4,202 3.811 3,636
Provision for uncollectibles 795 523 384
Net losses (earnings) of equity affiliates (542) (452) (68)
Deferred income taxes and investment tax credits 1,330 788 4,081
Pension income (825) (534) (484)
Pension setflement losses 167 47 -
Stock-based compensation expense 164 124 146
(Gain) loss on sale of operations (1.335) - (462)
Net losses (gains) on sale or impairment of equity securifies 370 7
Curtaliment and termination benefit charges 60 - -
Unbilled receivable adjustment 163 - -
Asset impairments 302 52 -
Net change in:
Accounts receivable and other current assets (261 81 (419)
Accounts payable and other current liabilities (360) 65 (680)
Deferred charges and other assets 46 299 (79)
Other liabilities and deferred credits 10 (276) 159
Other reconciling items, net _ ‘ (46) 32 219
Net cash provided by operating activities from continuing operations 7.742 7.883 6,801
Cash Flows from Investing Activities:
Capltal expenditures (3.536) (2,926 (3,493)
Purchase of short-term investments (4.302) (3.439) (3,770)
Proceeds from sale of shori-term investments 844 2,294 363
Proceeds from sale of operations - - 3,392
Proceeds from sale of debt and equity securitles 1.383 27 286
Investments in debt and equity securities (36) (194) (632)
Proceeds from repayment of loans and advances 885 4.899 129
Net short term advances to Cingular - - (666)
Settlement of derivatives on advances 85 (352) (17)
Investments in and advances to equity affiliates (210) - (14,445)
Other investing activities, net (22) (12) (7)
Net cash used for investing activities from continuing operations (1.912) (2.706) (13,560)
Cash Flows from Financing Activitles:
Net borrowings (repayments) of short-term debt (1.307) 43%) 1,738
. Proceeds from the issuance of long-term debt - - 6,078
Repayments of long-term debt (1.,149) (1,849 (759)
Dividends paid (1,460) (1.608) (1,901)
Purchase of freasury shares (591) (858) (146)
Other financing activities, net 64 67 64
Net cash used in financing activities from continuing operations (4.443) (4.679) 5,071
Net (decrease) increase in cash and cash equivalents from continuing
operations 1,357 498 (4,688)
Net (decrease) increase in cash and cash equivalents from discontinued
operations 72 428 (579)
Net (decrease) increase in cash and cash equivalents 1,429 926 (2,267)
Cash and cash equivalents at beginning of period 592 2,021 2,947
Cash and cash equivalents at end of period $ 2.021 S 2947 $ 680

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS'
EQUITY AND COMPREHENSIVE INCOME
BELLSOUTH CORPORATION
Number of Shares Amount
Accum,
Other
Shares Compre- Shares Guar-
Held in hensive Held in antee
Common Trust and Common Paid-in Retfained  Income Trust and - of ESOP
(IN MILLIONS) Stock  Treasury‘® Stock Capital  Earnings (Loss)  Treasury® Debt Total
Balance at December 34, 20014 2,020 (143) $§2,020 $7,368 $14,805 §$(294) $(4,996) $(145) $18,758
Net Income 4,323 4.323
Other comprehsensive income, net of tax (446) (446)
Total comprehensive income 877
Dividends declared (1.477) (4.477)
Share issuances for employee benefit plans 5 (33) (104) 197 60
Purchase of freasury stock (22) 591) (594)
Purchase of stock by grantor trusts 18) 18 -
Stock-based compensation 474 174
Tax benefit reiated to stock options 40 40
ESOP activities and related tax benefit 2 66 68
Bal at December 34, 2002 2,020 (460) $2,020 §$7,546 $414,534 $(740) §$(5.372) § (79) $17,906
Net income 3.904 3.904
Other comprehensive income, net of tax 155 185
Total comprehensive income 4,059
Dividends declared (1.696) (1.696)
Share issuances for employse benefit plans 5 19) (89) 169 64
Purchase of freasury stock (35) (858) (858)
Purchases and sales of treasury stock with
grantor trusts 43 (112) 69 -
Stock-based compensation 437 137
Tax benefit related to stock options 22 22
ESOP activitles and related tax benefit 2 79 81
Baionce at December 31, 2003 2,020 (190) §$2,020 §7,729 $16,540 $(585) $(5.992) § -~ 19,712
Net Income 4,758 4,758
Other comprehensive income, net of tax 428 428
Total comprehensive income 5,186
Dividends deciared (1.934) (1.934)
Share issuances for employee benefit plans 7 (59) (94) 236 83
Purchase of treasury stock (6) (146) (146)
Purchases and sales of treasury stock with
grantor frusts 2 (2) -
Stock-based compensation 124 124
Tax benefit related to stock options 39 39
Other 8 (3) 5
Balance at December 34, 2004 2,020 (189) $2,020 $7,840 $19,267 $(457) $(5.904) § - $23,066

(a) Trust and freasury shares are not considered to be outstanding for financial reporting purposes. As of December 31, 2004, there were

approximately 26 shares held in trust and 163 shares held in treasury.

The accompanying notes are an integral part of these consolidated financial statements.
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NOTES TO CONSOLIDATED
DOLLARS ARE IN MILLIONS,

BELLSOUTH CORPORATION

Note A - Accounting Policies

In this report, BellSouth Corporation and its subsidiaries are
referred to as “"we” or “BellSouth.”

ORGANIZATION

We are a communications company headquartered in
Atlanta, Georgia. For management purposes, our
operations are organized into three reportable segments:
Communications Group; Domestic Wireless; and Advertising
& Publishing Group.

BASIS OF PRESENTATION

The consolidated financial statements include the
accounts of BellSouth’s whoily-owned subsidiaries and
subsidiaries in which we have a conftrolling financial
interest. Investments in businesses that we do not control,
but have the ability to exercise significant influence over
operations and financial policies, are accounted for using
the equity method. We report our results on a calendar-
year basis, except for our international operations that we
report on a one-month lag basis to facilitate timely
reporting of the consolidated results of BellSouth. All
significant intercompany transactions and accounts have
been eliminated. We own an approximate 40% economic
interest in Cingular Wireless and we share control with SBC
Communications (SBC). Accordingly, we account for this
investment under the equity method. Certain amounts in
the prior period consolidated financial statements have
been reclassified to conform to the current year's
presentation.

In accordance with Statement of Financial Accounting
Standards (SFAS) No. 144, “Accounting for the timpairment
or Disposal of Long-Lived Assets” (SFAS No. 144), we have
classified the results of our Latin American segment as
discontinued operations. The presentation of discontinued
operations includes revenues and expenses of the Latin
American operations as one fine item on the income
statement for all periods presented. All Latin America
related balance sheet items at December 31, 2004 are
presented in the assets and liabilities of Discontinued
Operations line items. In accordance with SFAS No. 144 the
December 31, 2003 balance sheet and related footnotes
were not restated for discontinued operations. Unless
explicitly noted all amounts disclosed and described in
these accompanying notes to the consolidated financial
statements exclude our two remaining Latin investments
that were sold in January 2005. Beginning with the second
quarter of 2004, long-tived assets of the Latin America
group ceased to be depreciated (amortized) in
accordance with SFAS No. 144,

USE OF ESTIMATES

Our consolidated financial statements have been prepared
in accordance with Generally Accepted Accounting
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FINANCIAL
EXCEPT PER SHARE AMOUNTS AND AS OTHERWISE INDICATED

STATEMENTS

Principles (US GAAP). We are required to make estimates
and assumptions that affect amounts reported in our
financial statements and the accompanying notes. Actual
results could differ from those estimates.

CASH AND CASH EQUIVALENTS

We consider alt highly liquid investments with an original
maturity of three months or less o be cash equivalents.
Investments with an original maturity of over three months
to one year are not considered cash equivalents and are
included as other current assets in the consolidated
balance sheets. interest income on cash equivalents and
temporary cash investments was $95 for 2002, $76 for 2003,
and $60 for 2004.

Included in the December 31, 2004 cash balance of
$696 are cash balances of $148 held by our remaining
discontinued operations in Latin America.

SHORT-TERM INVESTMENTS

Short-term investments represent auction rate securities
which are highly liquid, variable-rate debt securities. While
the underlying security has a long-term nomina!l maturity,
the interest rate is reset through dutch auctions that are
typically held every 7, 28 or 35 days. creating a short-term
instrument. The securities trade ot par and are callable at
par on any inferest payment date at the option of the
issuer. Interest is paid at the end of each auction period.

MATERIAL AND SUPPLIES

New and reusable material held at our telephone
subsidiary is carried in inventory, principally at average
originail cost, except that specific costs are used in the
case of large individual items. Non-reusable material is
carried at estimated salvage value. Inventories of our other
subsidiaries are stated at the lower of cost or market, with
cost determined principally on either an average cost or
first-in, first-out basis.

PROPERTY, PLANT AND EQUIPMENT

The investment in property, plant and equipment is stated
at original cost. For plant dedicated to providing regulated
telecommunications services, depreciation is based on the
group remaining iife method of depreciation and straight-
line rates determined on the basis of equal life groups of
certain categories of telephone plant acquired in a given
year. This method requires the periodic revision of
depreciation rates. When depreciable telephone plant is
disposed of, the original cost less any net salvage
proceeds is charged to accumulated depreciation. We
perform inventories of the telephone plant to verify the
existence of these assets and reconcile these inventories
to our property records. In addition, the inventory
reconciliation results allow us to correct our records for
investment moved from one location to another and to



account for delayed retirements. The cost of other
property, plant and equipment is depreciated using either
straight-line or accelerated methods over the estimated
useful lives of the assets. Depreciation of property, plant
and equipment in continuing operations was $3,718 for
2002, $3.257 for 2003, and $3,039 for 2004.

Gains or losses on disposal of other depreciable
property, plant and equipment are recognized in the year
of disposition as an element of Other income (expense),
net. The cost of maintenance and repairs of plant,
including the cost of replacing minor items not resulting in
substantial betterments, is charged to operating expenses.
Interest expense and network engineering costs incurred
during the construction phase of our networks are
capitalized as part of property, plant and equipment until
the projects are completed and placed into service.

VALUATION OF LONG-LIVED ASSETS

Long-ived assets, including property, plant and equipment
and intangible assets with finite lives are reviewed for
impairment whenever events or changes in circumstances
indicate that the carrying amount may not be
recoverable. The communications industry is rapidly
evolving and.therefore it is reasonably possible that our
long-lived assets could become impaired as a result of
technological or other industry changes. For assets we
intend to hold for use, if the total of the expected future
undiscounted cash flows is less than the carrying amount of
the asset, we recognize a loss for the difference between
the fair value and cartying value of the asset. For assets
we infend to dispose of, we recognize a loss for the
amount that the estimated fair value, less costs to sell, is
less than the carrying value of the assets. We principally
use the discounted cash flow method to estimate the fair
value of long-lived assets.

We account for equity security investments in which we
exercise significant influence under the equity method of
accounting. In accordance with Accounting Principles
Board (APB) Opinion No. 18, The Equity Method of
Accounting for investments in Common Stock, we
pericdically review equity method investments for
impairment. These reviews are performed to determine
whether a decline in the fair value of an investment below
its camying value is deemed to be other than temporary.

FOREIGN CURRENCY

Assets and liabilities of foreign subsidiaries and equity
investees with a functional currency other than US Dollars
are translated into US Doliars at exchange rates in effect at
the end of the reporting period. Foreign entity revenues
and expenses are translated into US Dollars at the average
rates that prevailed during the period. The resulting net
franslation gains and losses are reported as foreign
currency fransiation adjustments in shareholders’ equity as
a component of accumulated other comprehensive
income (loss). Operations in countries with

hyperinfiationary economies consider the US Doliar the
functional currency.

COST METHOD INVESTMENTS

We have investments in marketable securities, primarily
common stocks, which are accounted for under the cost
method. Securities classified as available-for-sale under,
“Accounting for Certain Investments in Debt and Equity
Securities,” SFAS No. 115 are carried at fair value, with
unredlized gains and losses, net of income taxes, recorded
in accumulated other comprehensive income (loss) in the
statement of changes in shareholders’ equity and
comprehensive income. The fair values of individual
investments in marketable securities are determined based
on market quotations. Gains or losses are calculated based
on the original cost. We periodically review cost method
investments for impairment. These reviews are performed
to determine whether a decline in the fair value of an
investment below its carrying value is deemed to be other
than temporary. Equity securities that are restricted for
more than one year or not publicly fraded are recorded at
cost.

DERIVATIVE FINANCIAL INSTRUMENTS

We generally enter into derivative financial instruments only
for hedging purposes. In hedging the exposure to variable
cash flows or foreign currency impacts on forecasted
transactions, deferral accounting is applied when the
derivative reduces the risk of the underlying hedged item
effectively as a result of high inverse correlation with the
value of the underlying exposure. If a derivative instrument
either initially fails or later ceases to meet the ciiteria for
deferral accounting, any subsequent gains or losses are
recognized currently in income. In hedging the exposure to
changes in the fair value of a recognized asset or liability,
the change in fair value of both the derivative financial
instrument and the hedged item are recognized currently
in income. Cash flows resutlting from derivative financial
instruments are classified in the same category as the cash
fiows from the items being hedged.

REVENUE RECOGNITION

Revenues are recognized when earned. Certain revenues
derived from local telephone services are billed monthly in
advance and are recognized the following month when
services are provided. Revenues derived from other
telecommunications services, principally network access,
long distance and wireless airtime usage, are recognized
monthly as services are provided. Marketing incentives,
including cash coupons, package discounts and free
service are recognized as revenue reductions and are
accrued in the period the service is provided. With respect
to coupons, accruals are based on historical redemption
experience. While cash is generally received at the time of
sale, revenues from installation and activation activities are
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deferred and recognized over the life of the customer
relationship, which is generally four years. Print Advertising
& Publishing revenues and related directory costs are
recognized ratably over the life of the related directory,
generally 42 months. Allowances for uncollectible accounts
are determined based on analysis of history and future
expectations. The provision for such uncollectible accounts
in continuing operations was $795 for 2002, $523 for 2003,
and $384 for 2004.

DEFERRED ACTIVATION AND INSTALLATION EXPENSES

We defer certain expenses associated with installation and
activation activities. Expense is only deferred to the extent
associated revenues are deferred. Service costs in excess
of revenues are recognized in the period incumred. The
deferred costs are recognized over approximately 4 years.

ADVERTISING

We expense advertising costs as they are incurred. These
expenses include production, media and other promotional
and sponsorship costs. Our total advertising expense in
continuing operations was $258 for 2002, $357 for 2003,
and $382 for 2004.

INCOME TAXES

The consolidated balance sheets reflect deferred tax
balances associated with the anticipated tax impact of
future income or deductions impilicit in the consolidated
balance sheets in the form of temporary differences.
Temporary differences primarily result from the use of
accelerated methods and shorter lives in computing
depreciation for tax purposes.

EARNINGS PER SHARE

Basic earnings per share are computed based on the
weighted-average number of common shares outstanding
during each year, Diluted earnings per share are based on
the weighted-average number of common shares
outstanding plus net incremental shares arising out of
employee stock options and benefit plans. The earnings
amounts used for per-share calculations are the same for
both the basic and diluted methods. The following isa-
reconciliation of the weighted-average share amounts (in
millions) used in calculating earnings per share:

2002 2003 2004
Basic common shares outstanding 4.870 1,848 4,832
_Incremental shares from stock options
and benefit plans 6 4 4
Diluted common shares outstanding 4876 1,852 4,836
Stock options exciuded from the
computation 77 92 79

Options with an exercise price greater than the average
market price of the common stock or that have an anti-
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dilutive effect on the computation are excluded from the
calculation of diluted earmings per share.

GOODWILL AND INTANGIBLE ASSETS

infangible assets consist primarily of capitalized software,
wireless licenses and customer related intangibles. Goodwill
represents the excess of consideration paid over the fair
value of net assets acquired in purchase business
combinations. Beginning January 1, 2002 we ceased
amortization of goodwill and other indefinite-lived
intangible assets in connection with the adoption of

SFAS 142, “Goodwill and Other Intangible Assets” (SFAS
No. 142). Customer-related intangible assets represent
values placed on customer lists, contracts and non-
contractual relationships of acquired businesses and are
amortized over periods up to eight years using the sum-of-
the-years digits method. Capitalized software costs are
being amortized ratably over periods of three to five years.
Amortization of intangibles in continuing operations was
$484 for 2002, $554 for 2003, and $597 for 2004.

We test goodwill and other indefinite-lived intangible
assets for impairment on an annual basis. Additionally,
goodwill is tested for impairment between annual tests if
an event occurs or circumstances change that would
more likely than not reduce the fair value of an entity
below its canying value. These events or circumstances
would include a significant change in the business climate,
legal factors, operating performance indicators,
competition, sale or disposition of a significant portion of
the business or other factors. Other indefinite-lived
intangible assets are tested between annual tests if events
or changes in circumstances indicate that the asset might
be impaired.

Note B - Recently Issued Accounting
Pronouncements

In December 2004, the FASB issued SFAS No. 123 (Revised
2004), “'Share-Based Payment.”” This standard amends and
clarifies the accounting for stock compensation plans
under SFAS No. 123, “"Accounting for Stock-Based
Compensation,” which we adopted effective January 1,
2003. We will adopt this revised statement for our quarter
ending September 30, 2005. We do not expect the
ddopﬁon of this statement to have a material impact on
our results of operations, financial position or cash flows.

Note C - Changes in Accounting
Principle

ASSET RETIREMENT OBLIGATIONS

Effective January 1, 2003, we adopted SFAS No. 143,
“Accounting for Asset Retirement Obligations’ (SFAS

No. 143). This statement provides the accounting for the
cost of legal obligations associated with the retirement of



long-lived assets. SFAS No. 143 requires that companies
recognize the fair value of a liability for asset retirement
obligations in the period in which the obligations are
incurred and capitdlize that amount as part of the book
value of the long-lived asset. SFAS No. 143 also preciudes
companies from accruing removal costs that exceed gross
salvage in their depreciation rates and accumulated
depreciation balances if there is no legai obligation to
remove the long-lived assets. For our outside plant
accounts, such as telephone poles and cable, estimated
cost of removat does exceed gross salvage.

Although we have no legal obligation to remove assets,
we have historically included in our group depreciation
rates estimated net removal costs associated with these
outside plant assets in which estimated cost of removal
exceeds gross salvage. These costs have been reflected in
the calculation of depreciation expense, which results in
greater periodic depreciation expense and the recognition
in accumulated depreciation of future removai costs for
existing assets. When the assets are actually retired and
removal costs are expended, the net removal costs are
recorded as a reduction to accumulated depreciation.

In connection with the adoption of this standard, we
removed existing accrued net costs of removal in excess
of the related estimated saivage from our accumulated
depreciation for those accounts. The adjustment was
reflected in the 2003 income statement as a cumulative
effect of accounting change adjustment and on the

balance sheet as an increase to net plant and equipment
of $4,334 and an increase to deferred income taxes of
$518. The cumulative effect of change increased net
income by $846 for the year ended December 31, 2003.

REVENUE RECOGNITION FOR PUBLISHING REVENUES

Effective January 4, 2003, we changed our method for
recognizing revenues and expenses related to our
directory publishing business from the publication and
deiivery method to the deferral method. Under the
publication and delivery method, we recognized 100% of
the revenues and direct expenses at the time the
directories were published and delivered to end-users.
Under the deferral method, revenues and direct expenses
are recognized ratably over the life of the related
directory, generally 12 months. The change in accounting
method is reflected in the 2003 income statement as a
cumulative effect of accounting change adjustment and
on the balance sheet as a -decrease to accounts
receivable of $845, increase to other current assets of
$166, increase to current liabilities of $129, and a decrease
to deferred income taxes of $307. The cumulative effect of
the change resulted in a decrease to net income of $501
for 2003. Absent this one-time adjustment, the change in
accounting did not materially affect our annual results.
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PRO FORMA IMPACT OF ACCOUNTING CHANGES

The following table presents our 2002 results adjusted fo reflect the changes in accounting for asset retirement
obligations and revenue recognition for publishing revenues:

For the Year Ended December 31,

SFAS No. Directory 2002 Pro
2002 143 Publishing Forma

(As reported) (Unaudited) (Unaudited) (Unaudited)

Total Operating Revenue $ 20,207 S - S 49 $20.,256
Operating Expenses

Cost of services and products 6,670 32 37 6,739

Selling. general, and administrative expenses 3,894 - 13 3.904

Depreciation and amortization 4,202 (133) - 4,069

Provision for restructuring and asset impairments 990 - - 990

Total operating expenses 15,753 101) 50 15,702

Operating income 4,454 101 ) 4,554

Non-operating income (expense), net 913 - - 913

Income from continuing operations before income taxes.
discontinued operations, and cumulative effect of changes in

accounting principie 5,367 104 1) 5,467
Provision for income taxes 4,892 39 - 1,931
Income from continuing operations before discontinued operations

and cumulative effect of changes in accounting principle 3.475 62 (@) 3.536
Income (Loss) from discontinued operations, net of tax (867) - - (867)
Income before cumulative effect of changes in accounting

principle 2,608 62 ) 2,669
Cumulative effect of changes in accounting principle, net of tax (4.285) - - (4.285)

Net Income $ 1.323 § 62 $ (D $ 1.384

Basic earnings per share*:
income from continuing operations before discontinued
operations and cumulative effect of changes in accounting

principle S 186 $0.03 $0.00 $ 1.89
Income before cumulative effect of changes in accounting

principle $ 1.39 $0.03 $0.00 S 1.43
Net income $ 074 $0.03 $0.00 $ 074

Diluted earnings per share*:
Income from continuing operations before discontinued
operations and cumulative effect of changes in accounting

principle S 185 $0.03 $0.00 S 1.88
Income before cumulative effect of changes in accounting

principle S 4.39 $0.03 $0.00 $ 142
Net income $ 071 $0.03 $0.00 $ 074

*Earnings per share amounts do not sum due to rounding.

Note D - Discontinued Operqﬁons Under the agreement, Telefonica purchased ail equity
interests that we purchased from the minority sharehoiders

in various Latin American operations. Following the deal
announcement, we purchased debt and equity interests
and other rights of minority partners in our Argentina,
Ecuador, Nicaragua, Uruguay, and Venezuela operations
for a combined total of $757. in addition, we purchased
$125 of third party Argentine debt.

During October 2004, we closed on the sale of 8 of the 10
properties: Venezuela, Colombia, Ecuador, Peru, Guatemala,
Nicaragua. Uruguay and Panama. During January 2005, we
closed on the sale of the operations in the remaining two
Latin American countries (Argentina and Chile).

In March 2004, we signed an agreement with Telefénica
Moviles, S.A., the wireless affiiate of Telefénica, S.A.
(Telefonica), to sell all of our interests in Latin America.
Total after-tax proceeds of the sale to Telefénica of the 10
properties, inciuding shareholder loans, were $5.1 billion.
The net assets sold to Telefénica inciuded $4.2 billion of
cash as part of the Latin American operations, resuiting in
a net cash infiow to BellSouth related to the Latin American
divestitures of approximately $3.9 billion. Based on the net
book value of our investment, we recorded affer-tax gains
totalling approximately $4.2 billion.
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SUMMARY OF SALE TRANSACTIONS

After-
Gross Tax
Proceeds Gain
For the year ended December 34:
2004 $4,037 $ 850
2005 $4,079 $ 391
Total $5,116 $4,241

The 2004 gain includes the recognition of cumulative
foreign currency translation losses of $421 and the 2005
gain includes the recognition of cumulative foreign cur-
rency transiation gains of $77.

SUMMARY FINANCIAL INFORMATION

The assets and liabilities of our remaining Latin American
operations (Argentina and Chile) are aggregated and
presented as current assets and current liabilities in the
consolidated balance sheet at December 31, 2004. Addi-
tional detail related to the assets and liabilities of our
discontinued operations follows:

Al December 34, 2004:

Current assets (excluding cash of $148) $ 403
Property, plant and equipment, net 387
Investments and advances 4
Intangible assets, net 269
Other non-current assets 5

Total Assets $4,068

Current liabilities $ 830
Long-term debt -
Other non-current liabilities -

Total Liabilities $ 830

Summarized results for the discontinued operations are as
follows:

For the Year Ended
December 31,

2002 2003 2004
Operating revenue $2,233  $2,294 §2,429
Operating income $ 292 § 349 § 647
Income (loss) before income taxes § (951) § 476 $4,525
Provision (benefit) for income taxes § (84) $§ 75 § 464
Net income (ioss) from
discontinued operations $(867) S 101 $4,364

TAX OVER BOOK BASIS DIFFERENTIAL

No US tax benefit was previously recognized on losses
generated by the Latin American operations due to the
essentially permanent duration of those investments. During
2004, we recorded a $336 tax benefit in accordance with
SFAS No. 109, “Accounting for Income Taxes,"” relating to
excess tax basis over book basis for our Latin American
operations. In addition, a tax benefit of $489 was recorded
directly to equity related to the cumulative currency

transiation balance associated with the discontinued oper-
ations. At December 34, 2004, our tax basis in the remain-
ing Latin America investments exceeds the book basis by
approximately $520, resulting in a tax benefit of $440 in net
deferred tax liabilities and $42 in equity. These balances
reverse in the first quarter of 2005 with the sale of the final
two Latin American properties (Argentina and Chile).

BUYOUT OF MINORITY PARTNERS

In March and April 2004, we purchased interests and other
rights of minority partners in Argentina, Ecuador and
Colombia. These purchases brought our ownership interests
to 100% in Argentina and Ecuador and to 77.6% in
Colombia. The aggregate purchase price for these acquisi-
tions, including payment of minority shareholder loans, was
$477. The assignment of the purchase price to the esti-
mated fair values of assets acquired and liabilities assumed
resulted in an increase to intangible assets of $55 and an
increase to goodwill of $84. In connection with the
purchase of our minority partner in Argentina, the consider-
ation paid exceeded the fair value by approximately $33.
Accordingly, this amount was recognized as a charge to
income (loss) from discontinued operations in the second
quarter 2004.

. In October 2004, to facilitate the transfer of ownership
to Telefonica, we purchased interests of minority partners
in Nicaragua and Uruguay. These purchases brought our
ownership interests to 400% in Nicaragua and 68% in
Uruguay. The aggregate purchase price for these acquisi-
tions was $37, which approximated the proceeds received
in the sale to Telefonica.

VENEZUELAN ARBITRATION AND SETTLEMENT

Prior to the sale of Telcel, our Venezuelan operation, to
Telefonica on October 28, 2004, we owned a 78.2%
interest in Telcel. Telcel’s other major shareholder held an
indirect 24.8% interest in Telcel. Under a Stock Purchase
Agreement, that shareholder had the right to initiate a
process that could require us to purchase (the puts), and
we had the right to initiate a process that could require
that shareholder to sell (the calls) to us, the shareholder’s
interest in Telcel.

In 2000, the shareholder initiated a process for apprais-
ing the value of approximately half of ifs interest in Teicel,
but the process was not completed. The shareholder also
sent a letter purporting to exercise the balance of the puts
under the Stock Purchase Agreement. The matter was
taken before an arbitration panel over alleged breaches
by BeliSouth and the shareholder of the Stock Purchase
Agreement, including the timing of the valuation and
whether the process was properly initiated in 2000. The
shareholder was seeking damages and specific perform-
ance, and BellSouth was seeking. among other things,
unspecified damages and a ruling that it had not
breached the Stock Purchase Agreement in any respect.
The arbitration also related to an alleged oral agreement
to buy out the shareholder’s entire interest in Telcel, which
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agreement we argued did not exist. Hearings on these
matters occurred in January and April 2004.

In a 2 to 1 decision issued on October 13, 2004, the
arbitration panel ordered BeliSouth to purchase an 11.1%
interest in Telcel associated with the first put and directed
the parties to negotiate a price for the second put. In
addition, the arbitration panel ordered us to pay this
shareholder approximately $25 to satisfy its claims that we
breached certain investment tax credit contracts. A provi-
sion for this $25 payment had already been provided for in
BeliSouth’s financial statements. The arbitration panel re-
jected the shareholder’s claim that BellSouth breached an
oral agreement to buy out the shareholder’s entire interest
in Telcel, and denied all other claims raised by the parties.

In response to the arbitration ruling, BellSouth purchased
this shareholder’s 24.8% interest in Telcel and settled all
outstanding claims for an aggregate payment of $646. The
aggregate payment of $616 included all the amounts that
the arbitration panel ordered BeliSouth to pay to this
shareholder. Upon closing, BellSouth sold the interest to
Telefonica for $300. Because the settlement amount allo-
cable to this interest exceeded the fair value, BellSouth
recognized a pre-tax charge of approximately $293 ($190
after-tax) in income (loss) from discontinued operations in
2004.

VENEZUELA CURRENCY

Our results from discontinued operations reflect consolida-
tion of the operations of Telcel in Venezuela in accor-
dance with SFAS No. 94, “Consolidation of All Majority-
Owned Subsidiaries.”” There are cumrency restrictions in
place in Venezuela that limit the conversion of local
currency to US Dollars. Due to the currency controls, there
is no free market cumrency exchange rate. Therefore, in
preparing our consolidated financial statements, we used
the exchange rate established by the Venezusian govern-
ment of 4,920 Bolivars to the US Dollar to translate the local
currency financial statements info our reporting currency,
the US Doliar.

ARGENTINA CURRENCY

In January 2002, the Argentine government announced
economic reforms, including a devaluation of its national
currency, the Argentine Peso. The Argentine Peso lost over
71% of its value as compared to the US Dofiar in 2002.
Based on the net monetary position of CRM. we recorded
foreign currency transaction losses of $683 during 2002. We
are recording a vaiuation allowance in 2004 on the net
operating losses, defeming recognition of the tax benefits
generated by these losses due to the potentially limited
tax carry forward period in Argentina. The value of the
Argentine Peso as compared to the US Dollar slightly
recovered during 2003 resulting in the recognifion of
foreign currency transaction gains of $104 during 2003. The
value of the Argentine Peso remained stable in 2004.
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Notle E - Investments in and Advances
to Cingular

2004

2003
Investment $3.867 $18,311
Advances 3.812 4,460
$7.679  $22,771
INVESTMENT

. We own an approximate 40% economic interest in Cingu-

lar Wireless, and share joint control of the venture with SBC
Communications, inc. The following table presents 100% of
Cingular’s assefts, liabilities, and results of operations as of
and for the years ended December 34:

2003 2004

Balance Sheet Information:
Current assets $ 3,300 § 5,570
Noncurrent assets $22,230 §76,668
Current liabilities S 3.2190 § 7,983
Noncurrent liabilities $13.328 $29,110
Minority Interest S 659 § 609
Members’ capital $ 8.333 $44,536
2002 2003 2004

" Income Statement Information:

Revenues $14.903 $15.483 $19,436
Operating Income $ 249 S 2254 § 1,528

Income Before Cumulative
Effect of Change in
Accounting Principle

Cumulative Effect of Change
in Accounting Principle $  (32) - 3 -

Net income $ 1173 § 977 § 201

$1205 $ 977 § 201

As of December 31, 2004 and 2003, our book investment
exceeded our proportionate share of the net assets of
Cingular by $497 and $534, respectively. As of Decem-
ber 31, 2004, $4.377 of our consolidated retained earnings
represented undistributed eamings from Cingular.

On October 26, 2004, Cingular completed its previously
announced acquisition of AT&T Wireless, creating the
largest wireless carrier in the United States based on the
number of customers. Cingular’s cash purchase price for
AT&T Wireless shares totaled approximately $44 billion. That
amount was funded by equity contributions from Cingular’s
two owners in proportion to their equity ownership of
Cinguiar — 60% for SBC and 40% for BelliSouth — with the
remainder provided from cash on hand at AT&T Wireless.
BellSouth’s portion of the funding, which was reflected as
an increase in our investment in Cingular, was approxi-
mately $44.4 billion.



ADVANCE

We have an advance to Cingular that was $3,792 at
December 31, 2004 and $3,812 at December 31, 2003.
Effective July 1, 2003, BeliSouth and SBC agreed to amend
the terms of our notes with Cingular. The amendment
included reducing the fixed interest rate from 7.5% to 6.0%
per annum and extending the maturity date from

March 34, 2005 to June 30, 2008.

REVOLVING LINE OF CREDIT

Effective August 4, 2004, BeliSouth and SBC have agreed to
finance their respective pro rata shares of Cingular's
capital and operating cash requirements based upon
Cingular’s budget and forecasted cash needs. Borrowings
under this agreement bear interest at 1-Month LIBOR plus
0.05% payable monthly. Cingular aiso terminated its bank
credit facilities and cedsed issuing commercial paper and
long-term debt. Available cash (as defined) generated by
Cingular is appflied on the first day of the succeeding
month to the repayment of the advances from BellSouth
and SBC. With regard to any interim loans Cingular makes
to BellSouth from time to time, BellSouth pays Cingular
interest on the excess cash at 1-Month LIBOR. The baiance
outstanding under the revolving credit line. including infer-
est, was $668 at December 31, 2004.

PROVISION OF SERVICES

We aiso generate revenues from Cingular in the ordinary
course of business for the provision of local interconnection
setrvices, long distance services, sales agency fees and
customer biliing and collection fees.

INTEREST AND REVENUE EARNED FROM CINGULAR

For the Years Ended
December 31,

2002 2003 2004
Revenues $386  $426  §537
Interest income on advances $284 $256 $230

Interest income on advances is offset by a like amount
of interest expense recorded by Cingular and reported in
our financial statements in the caption “'Net earnings of
equity affiliates.™

Receivables and payables incurred in the ordinary
course of business are recorded in our balance sheets as
follows: '

As of
December 31,
2003 2004
Receivable from Cingular $57 $56
Payable to Cingular $33 $44

Note F - Other Asséts

Other assets at December 34 consist of the following:

2003 2004
Deferred activation and installation
expenses $1.614  $4,405
Prepaid pension and postretirement
benefits 3.851 4,362
Equity method investments other than
Cingular 370 277
Cost method investments 382 921
Advance to Sonofon 106 -
investments in debt securities 244 -
Other 440 435
Other assets $6,977 §$7,400

DEFERRED ACTIVATION AND INSTALLATION EXPENSES

Deferred activation and installation expenses

December 31, 2002 $ 1,800
Amortization of previous deferrals (864)
Current period deferrals 678
Deferred activation and installation expenses

December 31, 2003 1,614
Amortization of previous deferrais (814)
Current period deferrals 602
Deferred activation and installation expenses

December 24, 2004 $ 1,405

EQUITY METHOD INVESTMENTS OTHER THAN CINGULAR

Ownership in equity investments other than Cinguiar at
December 31 is as follows:

2003 2004

Ownership  Investment Ownership  Investment

Percentage Balance Percentage Balance

Abiatar (Uruguay) 46.0% $ 26 - s -
BellSouth Guatemalat®’ 60.0% 7 - -
BellSouth Panama 43.7% 86 - -
Cellcom (israel) 34.8% 194 34.8% 242
Sonofon (Denmark) 46.5% 57 - -
Internet Yellow Pages - - 34.0% a3
Qther - 3 - 2
$370 $277

(1) This investment is accounted for under the equity method dus to
the existence of significant minority rights that limit our abllity to
exercise unilateral control over the operation.

COST METHOD INVESTMENTS

We have investments in marketable securities, primarily
common stocks, which are accounted for under the cost
method. These investments are held in grantor trusts and our
captive insurance subsidiary. In 2003 and 2004, the trusts
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diversified their portfolio through the sale of BeliSouth stock
using the proceeds to reinvest in other equity securities.

ADVANCE TO SONOFON

On February 42, 2004, we closed on a previously an-
nounced agreement 1o sell our interest in Danish wireless
provider, Sonofon, for 3.68 billion Danish Kroner to Telenor
ASA. We received 3.05 billion Danish Kroner, or $525, for our
46.5% equity stake and 630 million Danish Kroner, or $109,
for our shareholder loan and accrued Interest, reduced by
a settlement of $47 associated with foreign cumency swap
contracts. As a result of these transactions, we recorded a
gain of $462, or $295 net of tax, which included the
recognition of cumulative foreign currency translation
gains of $43.

INVESTMENT iIN DEBT SECURITIES

Investments in debt securities represented our loan partici-
pation agreements related to our Colombian operations.
These securities were sold in conjunction with the sale of
our Colombian operations.

Note G - Intangible Assets

Intangible assets are summarized as follows:

December 31, 2003
Carrying Accumutated

December 31, 2004
Carrying Accumulated
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Expected amortization expense:

For the years ended
December 31,

2005 $567
2006 424
2007 294
2008 175
2009 70

INTANGIBLE ASSET IMPAIRMENTS

We adopted SFAS No. 142 and recorded a cumulative
effect of change in accounting principle on January 1,
2002.

As part of the adoption of SFAS No. 142, we were
required to perform initial valuations to determine if any
impairment of goodwill and indefinite-lived intangibles ex-
ists. We will continue to test embedded goodwill related to
equity investments for impairment under accounting rules
for equity investments, which are based on comparisons
between fair value and carmying value.

During 2002, we completed the transitional impairment
test required under SFAS No. 142. In accordance with SFAS
No. 142, goodwill was tested for impairment by comparing
the fair value of our reporting units to their carrying values.
Fair values were determined by the assessment of future
discounted cash flows. The fair values of our Latin America
reporting units were less than the carrying value of these
units. The allocation of fair values to identifiable tangible
and intangible assets resulted in an implied vaiuation of
the goodwill associated with these reporting units of $118.
As a result, we recorded an impairment loss of $4,277, with
no income tax benefit. Additionally, our equity investee,

Amount Amortization  Amount Amortization ™ .
2 = 2 Cingular Wireless, completed its transitional impairment test
'"*“gg'b‘f Ssses in 2002 resulting in an impairment foss to BeliSouth of $8
Zl:,,i:ﬁmgon. after tax. These impairment losses are recorded as a
Capitalized Software $2.893 $4.303  $2,930 $4.388 cumulaﬁve effect of change in accounting principle in the
Wireless Licenses 764 294 - - statements of income as of January 41, 2002.
C”S"’"‘elél’:‘“*edt The changes in the carrying amount of goodwill for 2003
intang assets 330 288 - - .
Other a8 15 37 12 and 2004 are as follows:
'Tc:m' o : 54,025 $1.900 $2.967 $1.400 Balance at December 31, 2002 $ 98
ntan o assets not
sub?ecf to Other changes (5)
_ amortization: 93
Wireless Licenses $ 164 $ 12 - Balance at December 31, 2003 S
MMDS Ucenses 20 - 20 Transfer of goodwill to discontinued operations (93)
Total $ 184 S 12 § 20 - s o
Total Intanglble Assets  $4.209 $1.912  $2,987 $1.400 Bqlance at December 34, 2004

The following table presents cument and expected
amortization expense of the existing intangible assets as of
December 31, 2004 for each of the following periods:
Aggregate amortization expense:

For the year ended December 34, 2004 $597
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During 2004 we reciassified goodwill balances associ-
ated with our Cingular investment fo the Cingular invest-
ment line item in the consolidated balance sheet. We
reclassified $249 in the December 34, 2003 balance sheet
to conform to the current period presentation. The table
above reflects this reciassification in all periods presented.



OTHER IMPAIRMENTS OF INTANGIBLE ASSETS

In September 2003, a decision was reached to abandon a
software project related to a network operations system.
The project was terminated due to changes in the business
since the initiation of the project and an assessment of the
remaining costs to complete the project. As a result, we
recorded an asset impairment charge of $52 to write-off
capitalized software associated with the project.

Note H - Supplemental Balance Sheet
and Cash Flow Information

PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment is summarized as follows at
December 34:

Estimated
Depreciable  Average
Lives Remaining
(In Years) Life 2003 2004
Central office
equipment 8-11 4.7 $26.066 $26,539
Qutside plant:
Copper cable 15- 46 6.8 19975 20,440
Fiber cable 20 10.9 3.094 3,270
Poles and conduit 36-55 28.0 3.567 3,620
Operating and
other equipment 5-15 3.3 4,449 4,691
Building and building
improvements 25-45 28.0 4,780 4,597
Furmniture and fixtures 10-15 8.4 2,478 2,429
Station equipment 6 3.0 763 542
Land - - 293 267
Plant under
construction - - 280 206
65,715 63,604
Less: accumulated
depreciation 41,908 44,562

Property, plant and

equipment, net $23,807 $22,039

OTHER CURRENT LIABILITIES

Other current liabilities are summarized as follows at
December 31:

2003 2004
Advanced billing and customer deposits S 863 § 832
Interest and rents accrued 470 382
Taxes payable 632 222
Dividends payable 461 493
Salaries and wages payabie 359 403
Accrued compensated absences 224 229
Restructuring and severance accrual 72 26
Other 547 332

Other current liabilities $3.628 $2,919

OTHER NONCURRENT LIABILITIES

Other noncurrent liabilities are summarized as follows at
December 34: ’

2003 2004

Deferred instaliation and activation revenues $4,614 $1,405
Accrued pension and postretirement benefits 983 4,207
Deferred credits 724 652
Compensation related accruals 747 - 879
Minority interests in consolidated subsidiaries 209 -
Postemployment benefits 237 254
Derivatives liability 80 32
Other 100 31
Other noncurrent liabilities $4,694 $4,460
SUPPLEMENTAL CASH FLOW FROM CONTINUING
OPERATIONS INFORMATION

2002 2003 2004
Cash paid for:
Income taxes S 864 § 678 §4,279
Interest S 993 § 845 § 863
Note | - Debt

DEBT MATURING WITHIN ONE YEAR

Debt maturing within one year is summarized as follows at
December 34:

2003 2004
Short-term notes payable:
Bank loans $ 167 § -
Commercial paper 1.470 3,248
" Current maturities of long-term debt 1.854 2,227
. ~ Debt maturing within one year $3.491 §5,475
Weighted-average interest rate at end of period:
2003 2004
Bank loans 5.25% -%
Commercial paper 1.04% 2.26%
Credit lines at end of period: 2003 2004
Available domestic committed credit lines  $4.500 §3,523
Borrowings under domestic credit lines $ -~ 8 -
Available international uncommitted credit
- lines $ 148 § -

Borrowings under international credit lines S 42

There are no significant commitment fees or require-
ments for compensating balances associated with any
lines of credit.
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LONG-TERM DEBT

Interest rates and maturities in the table below are for the
amounts outstanding at December 34:

FINANCIAL
EXCEPT PER SHARE AMOUNTS AND AS OTHERWISE INDICATED

2003 2004
Issued by BeliSouth Telecommunications. Inc.
5.85%-5.88% 2009-2045 S 437 § 437
6.13%-7% 2004-2033" 2,151 1,949
7.5%-7.63% 2033-2035 300 300
7% 2095 500 500
2.42%-2.47% Extendible Liquidity 745 745
Securities due 2006
6.65% Zero-to-full Debentures 247 232
due 2095
6.3% Amortizing Debentures 277 261
due 2015
issued by BeliSouth Corporation
2.42% 2007 - 500
4.2%-4.75% 2009-2012(" - 2,299
5%-7.38% 2006-2039¢" 3,852 6,631
7.75%-7.88% 2040-2030 2,000 2,000
7.12% 2097 500 500
4.41%-4.12% 20-put-1 Securities due 4,000 1,000
2021 '
Issued by Foreign Operations
3.30%-9.25% Argentina due 2003- 350 .-
2008 :
1.72% Chlie due 2004 180 -
2.95%-14.48% Colombia due 641 -
2005-2006
4.19%-4.59% Venezuela due 2004 23 -
1.79%-2.06% Peru due 2005 200 -
Capital leases and other 86 58
Unamortized discount, net of premium (116) (77)
43.343 47,335
Current maturities (4.854) (2,227)

Long-term debt $14.489 §$15,408

(1) These debt maturities are affected by FAS 133 accounting
requirements to mark hedged debt to fak valuse.

(2) CRM. our subsidiary in Argentina, was in default on $490 of its US
Dollar-denominated debt. The debt is classified as liabllities of
discontinued operations in our consolidated December 31, 2004
balance sheet.

Several issues of long-term debt contain embedded
options, which may require us 1o repurchase the debt or
will alter the interest rate associated with that debt. Those
issues, and their related options, are as follows:

Issue Date of Put Option

20-put-1 Securities due 2021
Putabie debentures

Annually in April
November 2006

If the holders of the put options on the 20-put-1
Securities do not require us to repurchase the securities,
the interest rates for these securities will be reset based on
current market conditions. Since the 20-put-1 Securities can
be put to us annually, the balance is included in current
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maturities of long-term debt in our balance sheet. Holders
of our 6.04% bond maturing November 15, 2026, have a
one-time ability to put the bond back to us on Novem-
ber 15, 2006.

The Amortizing Debentures pay against principal on a
semi-annual basis and were issued with an original principal
balance of $375. The Zero-to-Full Debentures will accrete
to a total principal balance of $500 in 2015, at which time
we will begin paying interest through the maturity in 2095.

Maturities of fong-term debt outstanding. in principal
amounts, at December 31, 2004 are summarized below.
Maturities after the year 2009 include the final principal
amount of $500 for the Zero-to-Full Debentures due in 2095.

Maturities

2005 § 2,227
2006 1,722
2007 525
2008 625
2009 1,877
Thereafter 10,704
Totat $47.680

At December 34, 2004, we had a shelf registration
statement on file with the Securities and Exchange Com-
mission under which $3,100 of debt securities could be
publicly offered.

During 2004, we issued 56,100 of debt and paid $200 in
maturing debt.

In addition, on August 1, 2004, we redeemed $517 of
40-year, 7.375% quarterly interest bonds, due August 1,
2039. The redemption price was 100% of the principal
amount, and resuited in recognition of a loss in Other
income (expense) of $44, or $9 net of tax, associated with
fully expensing remaining discount and deferred debt
issuance costs.

Subsequent Event

in December 2004, we called $400 of 40-year, 6.75% semi-
annual interest bonds, due October 15, 2033, which we
redeemed on January 18, 2005. The redemption price was
103.33% of the principal amount, and resulted in recogni-
tion of a loss of $22, or $14 net of tax, which includes $9
associated with fully expensing remaining discount and
deferred debt issuance costs.

Note J - Income Taxes

The consolldated balance sheets reflect the anticipated
tax impact of future taxable income or deductions implicit
in the consolidated balance sheets in the form of tempo-
rary differences. These temporary differences reflect the
difference between the basis in assets and liabilities as
measured in the consolidated financial statements and as
measured by tax laws using enacted tax rates.



The provision for income taxes is summarized as follows:

2002 2003 2004
Current
Federal $ 525 $1.020 § 645
State 36 128 66
561 1.148 714
Deferred, net
Federal 1,245 730 1,040
State 413 85 71
) 1.358 845 4,084
investment tax credits, net
Federal (27) (27) -
Total provision for income taxes $1,892 $1936 §$4,792

Temporary differences which gave rise to deferred tax
assets and (liabilities) at December 31 were as follows:

2003 2004
Operating loss and tax credit .
carnryforwards § 718 § 363
Capitatl loss carryforwards 784 658
Allowance for uncollectibies 183 125
Other 399 164
2,081 4,310
Valuation Allowance (1.135) (873)
Deferred tax assets $§ 946 § 437
Tangible and intangible property $(4.009) $(4,667)
Equity investments (1.647)  (4,640)
Compensation related (169) (134)
Other (165) (447)
Deferred tax liabilities (5.990) (6,585)
Net deferred tax liabiiity $(5.044) §(6,148)

The decrease in valuation allowance on deferred tax
assets during 2004 relates primarily to operating loss car-
ryforwards associated with sold Latin American operations.
The remaining valuation allowance relates to excess US
capital losses. state operating losses, and state credits that
may not be utilized during the carnryforward period. The
carryforward periods for the excess capital losses expire in
2007 and 2008. The operating losses relate to state losses
and credit carryforwards expiring in various years beginning
in 2005.

At December 31, 2004, net deferred tax liabilities in-
clude a deferred tax asset of $320 relating to compensa-
tion expense recognized under SFAS No. 123. Full
redlization of the deferred asset requires stock options to
be exercised at a price equal to the sum of the exercise. -
price plus the fair value at the grant date; any tax beneﬁt
reaiized in excess of the deferred asset is recorded as an’
increase to equity. A significant number of the options for
which a deferred tax asset has been recognized have a
combined exercise price and fair value at grant date in
excess of $45.00 per share. Accordingly, there is no
assurance that the stock price of BeliSouth will rise to levels

sufficient to redlize the entire tax benefit currently reflected
in our balance sheet. The provisions of SFAS No. 123
prohibit us from recording a valuation allowance on the
deferred tax asset related to these options. If the full value
of the deferred tax asset is not realized either at the
exercise or expiration of the options, the deferred asset will
reverse against equity to the extent of previously recog-
nized excess fax benefits, otherwise against income tax
expense. At December 31, 2004, accumulated excess tax
benefits of $72 have been recorded in equity.

The net deferred tax liabllity at December 34, 2004
included a current asset balance of $344 and a noncurrent
liability balance of $6,492. The net deferred tax liability at
December 31, 2003 included a current asset balance of
$305 and a noncurrent liability balance of $5,349.

A reconciliation of the federal statutory Income tax rate
to our effective tax rate is as follows:

2002 2003 2004
Federal statutory tax rate 35.0% 350% 35.0%
State income taxes, net of federal
- Income tax benefit 1.9 26 1.7
Net eamings (losses) of equity
affliates (0.3) (03) (0.3)
investment tax credits (0.3) (0.3) -
Medicare drug subsidy - -~ (0.6)
Other (1.0) (1.3) (1.2)
Effective tax rate 353% 35.7% 34.6%

At December 31, 2004, we had approximately $242 of
cumulative unrepatriated earnings from an equity invest-
ment in an unconsolidated business. The deferred tax
liability related to these unrepatriated earnings was ex-
cluded under SFAS No. 109 because such earnings are
intended to be reinvested indefinitely. The potential in-
come tax liability on these unrepatriated earnings is be-
tween $85 and $440.

Note K — Workforce Reduction and
Restructuring

WORKFORCE REDUCTION CHARGES

Based on ongoing challenges in the telecom industry,
continued economic pressures, the uncertainty resulting
from regulatory rulings and productivity improvements, we
have initiated workforce reductions and recorded charges
related to approximately 8,700 employees in the last three
years. These downsizings were implemented on a voluntary
and non-voluntary basis. The positions were both manage-
ment and non-management, primarily in network opera-
tions where the volume of work has substantially
decreased. Charges fo earnings have been recognized in
accordance with provisions of SFAS No. 142, “Employer’s
Accounﬁng for Postemployment Benefits’* (SFAS No. 112),
and consisted primarily of cash severance, outplacement
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and payroll taxes under pre-existing separation pay plans.
The following table summarizes the charges by year:

Employee Related

separations charge

2002 3.800 $430
2003 3.500 $132
2004 1,400 §54

ASSET IMPAIRMENTS

in 2002, we announced we were eliminating certain
sorvice offerings, including our own line of e-business
services and some products within our wholesale long
distance portfolio. We aiso discontinued operations at our
multi-media Infernet exchange in Miomi. In connection with
the previously announced exit of our public telephone
operations, our periodic evaluation of the undiscounted
cash flows indicated an impairment. ’

As a result of these combined events, we recorded a
charge of $134 in accordance with SFAS No. 144, “Ac-
counting for the Impairment or Disposal of Long-Lived
Assets” and Emerging Issues Task Force Issue No. 94-3,
“Liabliity Recognition for Certain Employee Termination
Benefits and Other Costs to Exit an Activity.”” This charge
includes asset impairments, early termination penalties on
contracts and leases, and severance for affected
employees.

RESTRUCTURING LIABILITY

As of December 31, 2004, the aggregate liability related to
the charges described above, excluding postretirement
and pension impacts, was $26. As of December 31, 2004
announced workforce reductions are expected to be
substantially complete by the end of the first quarter 2005.

Type of Cost

Employee Other Exit

Separations Costs Total
Balance at December 31, 2002 S 84 $31 $§ 415
Accruals 132 1 133
Cash payments (125) (48) (443)
Adjustments (25) (8) (33)
Balance at December 31, 2003 $ 66 S$ 6 § 72
Accruals 54 — 51
Cash payments (80) () 81
Adjustments (12) 4) (16
Balance at December 34, 2004 § 25 $§ 1§ 26

Adjustments to the employee separations accrual are
due to estimated demographics being different than ac-
tual demographics of employees that separated from the
company. Deductions from the accrual for other exit costs
consist primarily of changes to prior estimates.
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Note L - Employee Benefit Plans
PENSION AND OTHER POSTRETIREMENT BENEFIT PLANS

Substantially all of our employees are covered by noncon-
tributory defined benefit pension plans, as well as postre-
tirement health and life insurance welfare plans (other
benefits). The company uses a December 31 measurement
date for its plans.

Pension Plans

for defined benefit pension plans, the benefit obligation is
the :projected benefit obligation, which represents the
actuarial present value as of a date of ali benefits
attributed by the pension benefit formula to employee
service rendered to that date. The pension plan covering
management employees is a cash balance plan, which
provides pension benefits determined by a combination of
compensation-based service and additional credits and
individual account-based interest credits. Due to past
practice, the projected benefit obligations assume addi-
tional credits greater than the minimum levels specified in
the wiitten plan.

For non-management employees, pension benefits
earned prior to 1999 are based on specified benofit
amounts and years of service through 1998. Benefits
earned in 1999 and subsequent years are cailculated under
a cash balance plan that is based on an initial cash
balance amount, negotiated pension band increases and
interest credits. Due to past practice, non-management
pension obligations include the expectation of future
pension band increases.

Other Benefits

We provide certain medical, dental and life insurance
benefits to substantially all retired employees under various
plans and accrue actuarially determined postretirement
benefit costs as active employees earn these benefits. We
maintain Voluntary Employee Beneficiary Association
(VEBA) trusts to partially fund these postretirement bene-
fits; however, there are no ERISA or other regulations
requiring these postretirement benefit plans to be funded
annually.

For postretirement benefit plans, the benefit obligation is
the accumulated postretirement benefit obligation, which
represents the actuarial present value as of a date of all
future benefits attributed under the terms of the postretire-
ment benefit plan to employee service rendered to that
date.
~ In determining the accumulated postretirement benefit
obligation of the management health care plan, we
anticipate cost sharing adjustments for eligible employees
who retire after December 31, 1994. The written plan
proVides for an annual dollar value cap for the purpose of
determining contributions required from retirees. However,
because of past practice, some level of cost sharing of



medical trend inflation above the caps is considered in the
valuation.

Our non-management labor contfract with the CWA
contains contractual limits on the company-funded portion
of refiree medical costs (also referred to as “caps”). We
have waived the premiums in excess of the caps during
the current and past contract periods and therefore have
not collected contributions from those non-management
retirees. We previously calculated the obligation for non-
management retiree medical costs based on the terms of
the written agreement with the CWA.

The 2004 agreement with the CWA includes an increase
in the amount of the caps. We have determined that this
increase in the caps combined with BellSouth’s history of
increasing the caps in prior agreements creates a substan-
tive plan that is an uncapped plan, which differs from the
written plan. Accordingly. we began calculating the obli-
gation for non-management retiree medical costs as if
there were no caps, effective with the ratification of the
confract in the fourth quarter.

The change in the calculation resuited in an increase to
the retiree medical accumulated postretirement benefit
obligation of approximately $3.5 billion, which will be
recognized over the remaining years of future service to
full eligibility of the active plan participants. As a result of
this change, we remeasured the retiree medical obligation
as of September 30, 2004. Net periodic benefit cost
increased $1417 during the fourth quarter of 2004, or $60
net of tax. The annual impact on net periodic benefit cost
due to the remeasurement is approximately $460, which
will be partially offset by reductions in other retirement
benefits. '

Other benefit plan changes that resulted from the labor
contract were not considered significant enough to per-
form an interim remeasurement but have been included in

our annual valuation of the plans as of December 34, 2004.

Medicare Prescription Drug, Improvement and Mod-
ernization Act of 2003

in December 2003, the Medicare Prescription Drug Act was
signed into law. The Act allows companies that provide
certain prescription drug benefits for retirees to receive a
federal subsidy beginning in 2006. We accounted for the
government subsidy provided for in the Medicare Act as a
plan amendment in the calculation of our 2003 retiree
medical obligation, resulting in a reduction to the liability of
$575 as of December 34, 2003. Effective January 1, 2004 in
accordance with final FASB guidance, we changed the
method to treat the subsidy as an actuariat gain. The
cumulative effect of the change in method was not
material and did not affect the retiree medical obligation.
Due to the change in the calculation of the obligation for
non-management refiree medical costs as if there were no
caps. The subsidy increased to approximately $1.4 billion as
of December 31, 2004. The total impact of the subsidy on
net periodic benefit cost for 2004 was $89.

A plan sponsor’s eligibility for the federal subsidy de-
pends on whether the plan’s prescription drug benefit is at
teast actuarially equivalent to the Medicare Part D benefit.
Actuarial equivalence was based on comparing the Medi-
care Part D standard drug coverage and premiums to
BellSouth’s retiree prescription drug coverage and premi-
ums, We calculated the actuarial values based on our
specific experience combined with nationwide statistics
published in a standardized rating manual adjusted for
historical utilization by our retirees. Our plans are projected
to satisfy actuarial equivalence for substantially all partici-
pants in future years. Detailed regulations regarding the
calculation of actuarial equivalence were issued on Janu-
ary 21, 2005. We do not expect our obligation or our
assessment of actuarial equivalence to be materially
affected by the regulations. We continue to study the
regulations to determine whether any change to our
analysis will be required for future valuations.
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The following tables summarize benefit costs, as well as the assumptions, benefit obligations, changes in plan assets and

funded status at or for the years ended December 31;

Pension Benefits Other Benefits

2003 2004 2003 2004
Change in benefit obligation:
Benefit obligation at the beginning of the year $11,386 $14,620 S 7,387 § 7,156
Service cost 181 477 50 66
Interest cost 742 696 478 472
Amendments - 27 (572) 3,315
Actuarial (gain) loss 803 288 293 386
Gross benefits and lump sums paid (1.492) (4,083) (480) {5612)
Benefit obligation at the end of the year $41.620 $44,725 S 7.156 $410,883
Change In plan assets:
Fair value of plan assets at the beginning of the year $13.338 $14,605 S 2.820 § 3,693
Actual return (loss) on plan assets 2,759 2,090 761 556
Employer contribution - - 563 422
Plan participants contributions - ~ 29 39
Benefits and lump sums paid (1.492) (4,083) (480) (542)
Fair value of plan assets at the end of year $14,605 §45,612 S 3.693 § 4,198
Funded status:
As of the end of the year $ 2985 § 3,887 $(3.463) $(6.685)
Unrecognized prior service cost (432) (362) 49) 3,266
Unrecognized net (gain) loss 942 454 2,923 2,376
Unrecognized net (asset) obligation - - (38) 219
Prepaid (accrued) benefit cost $ 3495 $ 3979 § (627) § (824)
Amounts recognized in the consolidated balance sheets at December 34:
Prepald benefit cost $3572 $4055 S 279 § 307
Accrued benefit cost (77) (76) (906)  (1,131)
Net amount recognized $ 3495 §$ 3979 § (627) $§ (B24)
Welghted-average assumptions used to determine benefit obligations at

December 31:

Discount rate 6.25% 5.25% 6.25% 5.50%
Rate of compensation increase 5.10% 4.50% 4.80% 4.50%
Health care cost trend rate assumed for the following year (Pre-age 65) ~ - 9.00% 8.33%
Health care cost trend rate assumed for the following year (Post-age.45) - - 13.00% 41.67%
Rate to which the cost trend rate is assumed to decline (the ultimate trend rate) - - 5.00% 5.00%
Year that the rate reaches the ultimate trend rate - - 2010 2010

~ Discount rates are selected considering vields available
on high-quality debt instruments at the measurement date.
At December 34, 2004, in addition to reviewing standard
bond market indices, we specifically considered the timing
and amounts of expected future benefit payments and
compared that with a yield curve developed to reflect
yields available on high-quality bonds. The discount rates
selected as of December 34, 2004, 5.25% for pension and
5.50% for other benefits, reflect the results of this yield -
curve analysis. The rates are lower than many published
indices of long-maturity corporate bond rates. This
difference is a reflection of the plans’ demographics and
benefit design, and the shape of the yield curve.

Assumed health care cost trend rates have a significant

effect on the amounts reported for the health care plan. A

one-percentage point change in assumed heaith care
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cost trend rates would have the foliowing effects as of

December 31, 2004:
1-Percentage
Point increase

1-Percentage
Point Decrease

Effect on total service and
interest cost components S 53

Effect on other postretirement

benefit obligation $1.251

S (42)

$¢1.030)

In contrast to the projected benefit obligation, the
dccumulated benefit obligation represents the actuarial
present value of benefits based on employee service and
compensation as of a certain date and does not include
an assumption about future compensation levels. The
accumulated benefit obligation for the qualified defined

benefit pension plans was $11,164 and $14.486 at
December 31, 2003 and 2004, respectively.



The other benefits funded status above of $(3,463) and
$(6.685) for the years ended December 34, 2003 and
2004, respectively, includes a plan with a positive funded
status. For the remaining plans, the unfunded status was
$(3.754) and $(7.446) for the years ended December 31,

2003 and 2004, respectively, which was comprised of a
benefit obligation of $6.709 and $10,492 for the years
ended December 31, 2003 and 2004, respectively, and a
fair value of plan.assets of $2,955 and $3,346 at
December 31, 2003 and 2004, respectively.

Pension Benefits Other Benefits

2002 2003 2004 2002 2003 2004

Components of net periodic benefit cost:
Service cost

S 477 $ 181 § 4177 S 54 § 50 § 66

Interest cost 809 742 696 453 478 472
Expected return on plan assets (1.598) (1.386) (1.319) (323) (315) (321)
Amortization of prior service cost (50) (39) 43) 164 149 235
Amortization of actuarial (gain) loss (145) (28) 5 34 108 88
Amortization of transition (asset) obligation (19) (5) - 75 66 80
Net periodic benetit cost S (826) $ (535) $(484) S 454 § 536 $ 620
Curtailment (gain) loss @2 - - 66 - -
Settlement (gain) loss 481 49 - - - -
Special termination benefits - - - 13 - -
Net perlodic benefit cost with adjustments ©§ (666) § (486) $(484) S 533 $ 536 § 620
Weighted-average assumptions used fo determine net
periodic benetfit cost for years ended December 34:
Discount rate 7.25% 6.75% 6.25% 7.25% 6.75% 6.00%
Expected return on plan assets 9.00% 8.50% 8.50% 8.25% 8.00% 8.00%
Rate of compensation increase 5.10% 5.10% 5.10% 4.80% 4.80% 4.80%
Health care cost trend rate pre-age 65 8.00% 10.00% 9.00%
Health care cost trend rate post-age 65 40.50% 42.00% 13.00%
Curtailments and Settiements Plan Assels
Work force reduction activity in 2002 resulted in a BellSouth’s weighted-average target allocations and
curtailment gain for pensions and curtailment and speciai actual asset allocations by asset category are:
termination bensfits charges for other postretirement Other
benefits. Pension Benefits
In 2002 and 2003, lump-sum distributions from the At At
pension plans exceeded the settlement threshold equal to December 34 December 31
the sum of the service cost and interest cost components Asset Category Target 2003 2004 Target 2003 2004
of net periodic pension cost. Of the $181 and $49 in Bty securities 55.65%  57%  58%  60-80%  78%  81%
settlement charges noted above, $167 ($100 affer tax) for  Debt securities 15-25 19 20 50—5 i i
H f Real estate 10-15 10 10 -15
2002 and $47 I(TSZ;)? after tax) for_2003 were recognized in Othor 1015 14 42 1505 1 12
operating results because a portion of the settliement Toton 00%  100% 100%  100%

charges were capitalized.

Expected Return on Assets Assumption

Our expected return on plan assets at December 31, 2004
of 8.5% reflects our long-term expectation of earnings on
assets held in trusts. The expected return on plan assets
reflects asset allocations, investments strategy and the
views of investment managers and other large pension
plan sponsors as well as historical returns. Our asset returns
were approximately 22% in 2003 and 15% in 2004. As of
December 2004, the 5-year average return on our pension
assets was 4.7%, the 10-year average return was 10.8%,
and the average return since inception was 10.9%. The
postretirement benefits rate is slightly lower than the
pension rate due fo the use of a taxable postretirement
benefits trust.

BellSouth has established and maintains separate
investment policies for assets held in each employee
benefit trust. Our investment strategies are of a long-term
nature and are desighed to meet the following objectives:

« ensure that funds are available to pay benefits as
they become due:

* maximize the trusts total return subject to prudent risk
taking: and

« preserve and/or improve the funded status of the
trusts over time.

-wipvestment policies and strategies are periodically
reviewed to ensure the objectives of the trusts are met
considering any changes in benefit plan design, market
conditions or other material items.
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Derivatives are permitted in the investment portfolio to
gain investment exposure as a substitute for physical
securities and to manage risk. Derivatives are not
permitted for speculative or leverage purposes. Trust
investments in BellSouth securities are immaterial.

Cash Flows

CONTRIBUTIONS

Due to the funded status of our pension plans, we do not
expect to make contributions to these plans in 2005.
Consistent with prior years, we expect to contribute cash
to the VEBA trusts to fund other benefit payments.
Contributions for 2005 are estimated to be in the range of
$450 to $500.

ESTIMATED FUTURE BENEFIT PAYMENTS

The following benefit payments, which reflect expected
future service, as appropriate, are expected to be paid
over the next ten years:

Other  Medicare

Pension  Benefits Subsidy

Benefits Gross Receipts

2005 $ 998 § 557 $ -
2006 4,007 598 (32)
2007 4,019 640 (35)
2008 1.043 679 (39)
2009 1.068 715 (43)
Years 2010-2014 5.059 3.887 (284)

Cash-Balance Pension Plan

in July 2003, a Federal district court in Hlinois ruled that the
benefit formula used in International Business Machines
Corporation’s (IBM) cash balance pension plan violated
the age discrimination provisions of ERISA. The 1BM decision
conflicts with decisions of at least two other district courts,
including most recently a June 2004 decision of the federal
district court in Maryland in a case involving ARINC, inc.
Proposed regulations validating the cash balance design
have been withdrawn by the Treasury Department while
Congress considers legisiative action to clarify the legal
status of cash balance plans under age discrimination
rules. At this time, if is unclear what effect, if any, these
court decisions or Congressional action may have on our
tax-qudlified cash balance pension plans or our financial
condition.
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Supplemental Executive Relirement Plan

The pension amounts reported above do not include the
supplemental executive retirement plan (SERP), which is
an unfunded nonquadliified plan. The net periodic benefit
cost associated with this plan was $58 in 2002, $53 in 2003
and $53 in 2004. Additional information for the plan, which
has an accumulated benefit obligation in excess of plan
assets, is:

December 31

2003 2004

Project benefit obligation $ 473 $ 584
Accumulated benefit obligation (net

amount recognized pre-tax) 429 515
Fair value of plan assets 0 0
Amounts recognized in the

consolidated balance sheet at

" December 31:

Amount recognized as accrued benefit

cost (293) (320)
Additional minimum fiability recognized in

other comprehensive income (pre-tax) (136) (195)

DEFINED CONTRIBUTION PLANS

We muaintain several contributory savings plans that cover
substantially all employees. The BeliSouth Retirement
Savings Plan and the Belisouth Savings and Security Pian
(coliectively, the Savings Pians) are tax-qualified defined
contribution plans. Assets of the pians are held by two
trusts (the Trusts) which, in turn, are part of the BeliSouth
Master Savings Trust. We match a portion of employees’
eligible contributions to the Savings Plans at rates
determined annually by the Board of Directors. During 2004,
out-matching obligation was fulfilled with cash contributions
to the Savings Plans, which were recorded as expenses of
$94.-

The prior periods presented, 2002 and 2003, were the
final two years of our leveraged Employee Stock Ownership
Pian (ESOP) arrangement, which had been incorporated
into the Savings Plans. In that arrangement, the Trusts used
loan proceeds to purchase shares of BeliSouth common
stock. which were then held in suspense accounts in the
Trusts. Our matching obligation was fulfilied with shares
released from the suspense accounts semiannually for
allocation to participants. During the term of the leveraged
ESOP arrangement, we recognized expense using the
shares allocated accounting method, which combined the
cost of the shares allocated for the period pius interest



incurred, reduced by the dividends used to service the
ESOP debt.

For the years Ended
December 31,

2002 2003 2004

Compensation cost $ 38 $ 55 (a)
Interest expense $ 9 $ 2
Actual interest on ESOP Notes $ 12 $ 2
Cash contributions, excluding

dividends paid to the trusts S 84 S 86
Dividends paid to the trusts, used

for debt service $ 34 S 14
Shares allocated to participants

(mitfions) 58.6 63.5
Shares unallocated (millions) 49 —

(a) This table relates only to the leveraged ESOP anangement which
was terminated at the end of 2003.

Note M - Financial Instruments

The recorded amounts of cash and cash equivalents,
temporary cash investments, bank loans and commercial
paper approximate fair value due to the short-term nature
of these instruments. The fair value for BST's long-term debt
is estimated based on the closing market prices for each
issue at December 34, 2003 and 2004. Fair vaiue estimates
for the BellSouth Corporation long-term debt and interest
rate swaps are based on quotes from dealers. Since
judgment is required to develop the estimates, the
estimated amounts presented herein may not be
indicative of the amounts that we could redlize in a
current market exchangse.

Foliowing is @ summary of financial instruments
comparing the fair values to the recorded amounts as of
December 31:

2003
Recorded Estimated
Amount  Fair Value
Assets:
Advance to Cingular S 3,812 $ 3.812
Cost-method investments $ 382 $ 382
Debt:
Issued by BST S 4,743 $ 4,950
Issued by BellSouth Corporation 8.822 9.528
Issue by Discontinued Operations 1.556 4,458
Other debt and discounts (111 (11
$ 14,980 $146.825
Interest rate swaps, net liability $ 75 $ 75

2004

Recorded Estimated
Amount  Fair Value
Assets:
Advances to Cingular § 4,460 § 4,460
Cost-method investments $ 924 $ 921
Debt:
Issued by BST $ 4,482 § 4,699
issued by BellSouth Corporation 16,478 16,999
Other debt and discounts (77) {76)
$ 20,583 $24,622
Interest rate swaps, net liability $ 29 $ 29

DERIVATIVE FINANCIAL INSTRUMENTS

We are, from fime to time, party to interest rate swap
agreements in our normal course of business for purposes
other than trading. These financial instruments are used to
mitigate interest rate risks, although to some extent they
expose us o market risks and credit risks. We confrol the
credit risks associated with these instruments through the
evaluation and continual monitoring of the creditworthiness
of the counterparties. In the event that a counterparty fails
to meet the terms of a contract or agreement, our
exposure is limited to the current value at that time of the
currency rate or interest rate differential, not the full
notional or contract amount. We believe that such
contracts and agreements have been executed with
creditworthy financial institutions. As such, we consider the
risk of nonperformance to be remote.

T

INTEREST RATE SWAPS

We entfer info interest rate swap agreements to exchange
fixed and variable rate interest payment obligations
without the exchange of the underlying principal amounts.
Wé are a party to various interest rate swaps. which qualify
for hedge accounting and we believe are 100% effective.
The following table summarizes the weighted average
rates and notional amounts of these agreements.

For the Years Ended
December 31,

2003 2004

Pay fixed/receive variable (cash flow hedge): .
Welghted average notional amount $ 4.120 $ 4,000
Rate paid 575% 5.90%

--Rate received 122%  1.36%

Pd{/ variable/receive fixed (fair value hedge):

.1 Weighted average notional amount $ 125 § 955
Rate paid 1.09% 3.25%
Rate received 2.22% 5.53%

As of
December 31,
2003 2004

Pay fixed/receive variable (cash flow hedge):

Notional amount $ 1.420 § 1,000
Pay variable/receive fixed (fair value hedge):
- Notionai amount $ 500 § 4,400
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The change in fair market value for derivatives
designated as hedging the exposure to variable cash fiows
of a forecasted transaction is recognized as a component
of other comprehensive income, net of tax impacts. The
change in fair market value for defivatives designated as
hedging the exposure to changes in the fair value of
recognized asset or liability, is recognized in earnings in the
period of change together with the offsetting loss or gain
on the hedged item attributable to the risk being hedged.
During 2004, the change in value of our fair value hedges
was completely offset by the change in the fair value of
the hedged items, resulting in no impact to net income.
The cash flow swaps mature in 2005 and the fair value
swaps mature in 2008-2009.

CONCENTRATIONS OF CREDIT RISK

Financial instruments that potentially subject us to credit
risk consist principally of trade accounts receivable.
Concentrations of credit risk with respect to these
teceivables, other than those from long distance carriers,
are limited due to the composition of the customer base,
which includes a large number of individuals and
businesses. Accounts receivable from long distance carrlers
totaled $246 at December 31, 2003 and $296 at
December 34, 2004.

Note N - Shareholders’ Equity
COMMON STOCK AUTHORIZED

Our articles of incorporation authorize the issuance of
8,650,000.000 shares of common stock, par value $4 per
share. Our Board of Directors is authorized to create from
the unissued common stock one or more series, and, prior
to the issuance of any shares in any particular series, to fix
the voting powers, preferences, designations, rights,
qualifications, limitations or restrictions of such series. The
Board has not created any series of common stock.

PREFERRED STOCK AUTHORIZED

Qur articles of incorporation authorize 100 million shares of
cumulative first preferred stock having a par vaiue of $4
per share, of which 30 million shares have been reserved
and designated series B for possibie issuance under a
shareholder rights plan. As of December 31, 2004, ho
preferred shares had been issued. The series A first
preferred stock was created for a previous shareholder
rights plan which has expired.

SHAREHOLDER RIGHTS PLAN

In 1999, we adopted a shareholder rights plan by declaring
a dividend of one right for each share of common stock
then outstanding and to be issued thereatter. This plan was
amended in 2005. Each right entitles shareholders to buy
one one-thousandth of a share of series B first prefered
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stock for $200.00 per share. The rights may be exercised
only if a person or group acquires 15% of the common
stock of BeliSouth without the prior approvail of the Board
of Directors or announces a tender or exchange offer that
would result in ownership of 15% or more of the common
stock. If a person or group acquires 15% of BeliSouth's
stock without prior Board approval, other shareholders are
then allowed to purchase BellSouth common stock, or units
of preferred stock with the same voting and economic
characteristics, at haif price. The rights currently frade with
BellSouth common stock and may be redeemed by the
Board of Directors for one cent per right until they become
exercisable, and thereafter under certain circumstances.
The.rights expire in December 2009.

SHARES HELD IN TRUST AND TREASURY

Shares held in trust and treasury, at cost, as of
December 31 are comprised of the following:

2003 2004
Shares Shares
(in millions) Amount  (in millions) Amount

S_hcres held in

treasury 153  §5.333 163 $5,524
Shares held by

grantor trusts 37 659 26 380
Shares held in

frust and
¢ treasury 190 $5.992 189 §5,904
Treasury Shares

Shares held in trust and treasury include treasury share
purchases made by the company primarily in open market
transactions under repurchase plans and to satisfy shares
issued in connection with employee and director share
plans. The following table summarizes activity with respect
to share repurchases for the periods presented:

Number of

shares Aggregate Average

purchased (in purchase price per

millions) price share
2002 22.3 S 591 $26.47
2003 35.0 § 858 $24.50
2004 5.6 $ 146 $26.13
Total 55.4 $4.360 $24.55

We reissued 4.9 million shares in 2002, 4.5 million shares
in 2003 and 6.8 million shares in 2004 in connection with
various employee and director benefit plans.

Grantor Trusts

We have grantor trusts that are designed to provide

funding for the benefits payable under certain nongualified
benefit plans. The trusts are funded with shares of BellSouth
stock and marketable securities. The trusts are irrevocable,



and assets contributed to the frusts can only be used to -
pay such benefits with certain exceptions. These trusts are
wholly owned by BeliSouth and its subsidiaries and are
consolidated in our financial statements. Accordingly, the
shares of BellSouth stock held by the trusts have been
classified as a reduction to shareholders’ equity in the
consolidated balance sheets and are not considered in the
computation of shares outstanding for financial reporting
purposes.

OTHER COMPREHENSIVE INCOME

Accumulated other comprehensive income (loss) is
compirised of the following components as of
December 31:

2003 2004

Cumulative foreign currency transiation

adjustment $(444) $§ (79)
Minimum pension liability adjustment 89) (129)
Net unredlized losses on derivatives (56) (12)
Net unrealized gains (losses) on securities 4 63

$(585) $(457)

Accumulated other comprehensive income (loss) for our
discontinued operations included in the amounts above
was $(458) as of December 34, 2003 and $¢77) as of
December 34, 2004. Total comprehensive income details
are presented in the fabie below.

For the Years Ended
December 31,

Total Comprehensive Income 2002 2003

$1.323  $3.904 $4,758

2004

Net Income
Forelgn currency transiation(1):

For the Years Ended
December 31,

Total Comprehensive Income 2002 2003 2004
Reclassification adjustment for
(gains) losses included in net
income, net of tax of $(6),
$(17). and $1 (11) (32) 2
(38) 7 59
Total comprehensive income $ 877 54,059 $5,186

(1) Foreign cumency translation amounts had no tax impacts in 2002
and 2003. In 2004, the Adjustments are net of tax of $42. There
were no tax impacts on the 2004 sale of foreign entities.

Note O - Stock Compensation Plans

We grant stock-based compensation awards to key
employees under several plans. In April 2004, BeliSouth
shareholders approved the adoption of The BellSouth
Corporation Stock and incentive Compensation Plan (the
Stock Plan). which provides for various types of grants,
including stock options, restricted stock, and performance-
based awards. One share of BeliSouth common stock is the
underlying security for any award. The number of shares
available for future grants under the Stock Plan shall not
exceed 80 million and shall be reduced by awards granted
and increased by shares tendered in option exercises. Prior
to adoption of the Stock Plan, stock options and other
stock-based awards were granted under the BeilSouth
Corporation Stock Plan and the BellSouth Corporation
Stock Option Plan. We adopted the tfair value recognition
provisions of SFAS No. 123, “Accounting for Stock-Based
Compensation,” effective January 1, 2003 using the
retroactive restatement method.

. Given trends in long-term compensation awards and
market conditions, over the last few years we have moved

Adjustments (333) (103) (43) ; q ; Hicted stock and perf
. oward granting a mix of restricted stock and performance
Sale of forei + ;
g orelgn enfifies 28] 268 408 share units in lieu of stock options. The tabie below
(430) 165 365  summarizes the types and numbers of awards granted and
Minimum pension liability ?‘ofal compensation cqst for each type of award inciuded
adjustment, net of tax of $5, in our results of operations:
3(10)' and 3(20) 9 (18) (40) Awards Granted Compensation Cost
Deferred gains (losses) on 2002 2003 2004 2002 2003 2004
derivatives:
Stock
Deferred gains (losses), net of " opfions 19,376,330 14.374.127 369,076 $459 $114 § 78
tax of $21, $8, and $20 33 14 36 Restricted
Reclassification adjustment for stock 4,482,000 772,250 2,264,300 42 23 43
(gains) losses included in net Performance
income. net of tax of $(14). . share
$(7). and $0 (20) (13) 8 " units 545050 1,244,700 2,699,400 S 15 40
13 1 44  Totals 24.103.380 46,394,077 5,332,776 $176 $152  §4164
Unrealized gains (losses) on Stock-based compensation cost related to stock options
securities: for our discontinued operations inciuded in the amounts
Unrealized holdings gains above was $14 in 2002, $14 in 2003, and $8 in 2004. As of
(losses). net of tax of $(14), December 34, 2004, there was $160 of total unrecognized
$21, oand $33 (27) 39 57 compensation cost related to nonvested awards, which will
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be amortized over the remaining applicable vesting period
of each award.

STOCK OPTION AWARDS

Stock options granted under the plans entitle recipients to
purchase shares of BellSouth common stock within
prescribed periods at a price either equal to. or in excess
of, the fair market value on the date of grant. Options
generally become exercisable at the end of three to five
years, have a term of ten years, and provide for
accelerated vesting if there is a change in control (as
defined in the plans). A summary of option activity under
the plans is presented below:

FINANCIAL
EXCEPT PER SHARE AMOUNTS AND AS OTHERWISE INDICATED

2002 2003 2004

Options outstanding at

January 4 93.467.300  106,328.465 112,840,873
Options granted 19,376,330 14,374,427 369,076
Options exercised (3.757.663) (4.495,974) (4,832,564)
Options forfeited (2,757,502) (3.365.745) (2,613,812)
Options outstanding at

December 31 100,328,465 112,840,873 105,763,573
Weighfed-averuge option

prices per common share:
Outstanding at January 4 $35.10 $35.68 $34.52
Granted at fair market value $35.98 $24.96 $27.25
Exercised $17.55 §47.94 $18.54
Forfeited $42.44 §38.85 $36.37
Outstanding at

December 34 $35.68 $34.52 $35.19
Woeighted-average fair value

of options granted at fair

market vaiue during the

year $ 9.39 $ 4.20 $ 5.66
Options exercisable at

December 31 64,434,978 70,615,852 75,627,927
Shares available for grant ot

December 34 48,345,455 54,881,922 79,886,524

The total intrinsic value of options exercised during the
years ended December 34, 2002, 2003, and 2004 was $59,
$40, and $48, respectively.

The fair value of each option grant is estimated on the
grant date using the Black-Scholes option-pricing mode!
with the following weighted-average assumptions:

2004

2002 2003
Expected life (years) 5 5 5
Dividend yield 2.99% 3.87% 3.67%
Expected volatility 20.0% 29.0% 29.0%
Risk-free interest rate 4.03% 265% 3.46%
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The following table summarizes information about stock
options outstanding at December 31, 2004:

Outstanding Exercisable
. Woeighted Weighted
Weighted Average Average
Exercise Average Exercise Exercise
Price Range  Options Life®? Price Options Price
$14.77-$21.28  6,525.924 0.93 $2034 6,519,624 $20.34
$21.38- 822,49  20,723.475 591 $21.88 7,834,775 $22.14
$22.20-$30.94 17.886.842 4.61 $29.86 12,801.233 $30.63
$34.03-$41.00 16,367,327 6.76 $38.96 5,097,089 $38.72
$44.26- $54.78 44,260,005 521 $44.38 43,375,206 $44.39
$44.77-851.78 105,763,573 5.22 $35.19 75,627.927 §37.30

(a) Weighted-average remaining contractual life in years.

RESTRICTED STOCK AWARDS

Restricted stock awards granted to key employees under
the plans are settled by issuing shares of common stock at
the vesting date. Generally, the restrictions lapse in full on
the third anniversary of the grant date, or on a pro rata
basis on each of the first three anniversaries of the grant
date. The vesting of restricted stock accelerates if there is
a change in control (as defined in the plans). The grant
date fair value of the restricted stock Is expensed over the
period during which the restrictions lapse. The shares
represented by restricted stock awards are considered
outstanding at the grant date, as the recipients are
entitled to dividends and voting rights. The total fair value
of restricted stock vested during the years ended
December 31, 2002, 2003, and 2004, was $2, $13, and $11,
respectively. A summary of resiricted stock activity under
the plans is presented below:

2002 2003 2004

Restricted shares

outstanding at January ¢ 1,058,568 2,163,250 2,267,667
Restricted shares granted 1,182,000 772,250 2,264,300
Restricted shares vested (65.814) (489,691) (407,286)
Restricted shares forfeited (14.504) (478.142) (149,830)
Restricted shares

outstanding at
- December 31 2.463,250 2,267,667 3,974,851
We'rghted-averuge grant

date stock price per

restricted share:
Outstanding at January 1 $41.82 $34.69 §29.91
Granted $28.78 $22.11 $27.60
Vested $41.58 $36.45 §34.28
Forfeited $43.08 $36.20 $27.34
Outstanding at

December 31 $34.69 $29.91 $28.24




PERFORMANCE SHARE UNIT AWARDS

Performance share units granted to key employees are
settled in cash based on an average stock price at the
end of the three-year performance period multiplied by
the number of units earned. The number of performance
share units actually earned by recipients is based on the
achievement of certain performance goals as defined by
the terms of the awards, and can range from 0% to 150%
of the number of units granted. At the end of the
performance period, recipients also receive a cash
payment equal to the dividends paid on a share of
BeliSouth stock during the performance period for each
performance share unit earned. Vesting accelerates and
the performance period is modified if there is a change in
control (as defined in the plans). Performance share unit
expense is recognized over the performance period based
on the stock price at each reporting date and the
expected outcome of the performance condition; expense
is also recognized for dividends accrued during the
performance period. The total cash payments for units
vested in 2003 and 2004 were $0 and $42, respectively. A
summary of performance share unit activity under the
plans is presented below:

2002 2003 2004

Performance share units:
Outstanding at Jonuary 14 482,450 1.017.050 1,718,400
Units granted 545,050 4.244,700 2,699,400
Units vested - (448,200) (504,815)
Units forfeited (10.450) (95.150) (124,203)
Outstanding at

December 31 1,017,050 1.748.400 3,788,782
Weighted-average grant

date stock price per

performance share unit: $38.68 $26.74 $28.22

Note P - Segment Information

We have three reportable operating segments:
(1) Communications Group; (2) Domestic Wireless; and
(3) Advertising & Publishing Group.

We own an approximate 40% economic interest in
Cingular Wireless, and share joint control of the venture
with SBC. We account for the investment under the equity
method. For management purposes we evaluate our
domestic wireless segment based on our proportionate
share of Cingular’s results. Accordingly, results for our -
domestic wireless segment reflect the proportional
consolidation of 40% of Cingular's resuits.

The following table provides information for each

operating segment:

2002 2003 2004
Communications Group
External revenues $18,334 $18.255 $48,289
Intersegment revenues 455 193 163
Total segment revenues 48.489 18,448 18,452
Depreciation -and amortization 4,464 3.771 3,593
Segment operating income 4,916 4,843 4,628
Interest expense 498 407 367
Income taxes 1.671 1,645 1,563
Segment net income $ 2754 § 2,829 § 2,727
Segment assets $314,925 $32.354 $32,303
Capital expenditures $ 3,337 §$ 2.824 § 3,048
Domestic Wireless (40%
proportional interest)
External revenues $ 5961 $ 61493 § 7,774
Intersegment revenues - - -
* Total segment revenues 5964 6,193 7,774
Depreciation and amortization 740 835 4,232
Segment operating income 1,086 915 736
Interest expense 364 343 360
Net eamings (losses) of equity
affiliates (106) (129) (156)
Income taxes 224 159 67
Segment net income S$ 357 § 261 § 129
Segment assets $ 9.654 $40.212  $32,895
Capital expenditures $ 1234 S 1,094 § 4,380
Adverlising & Publishing Group
External revenues $ 2134 $ 2,033 § 2,005
Intersegment revenues 23 17 14
Total segment revenues 2,157 2,050 2,019
Depreciation and amortization 29 26 28
Segment operating income 898 973 954
Interest expense 12 7 8
Income taxes 340 368 363
Segment net income $§ 545 S§ 600 § 583
Segment assets $ 4,703 S 1002 § 4,057
Capital expenditures S 29 $ 28 § 29
RECONCILIATION TO
CONSOLIDATED FINANCIAL INFORMATION
2002 2003 2004
Operating revenues
Total reportable segments $26,607 $26.691 §28,245
Cingular proportional
consolidation (6.961) (6.193) (7,774)
Advertising & Publishing
accounting change 49) - -
Unbllled receivable adjustment (163) - -
Refund of customer iate fees in
Florida (108) - -
South Carolina regulatory
settlement - - (50)
Corporate, eliminations and
other (119) (157) (121)
$20,207 $20.341 $20,300

Total consolidated
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2002 2003 2004

Operating income
Total reportable segments $ 6900 S 6731 § 6,318
Cingular proportional

consolidation (1.086) (945) (736)
Unbilled recelvable adjustment (163) - -
Restructuring charge and asset

impairment (907) (458) (29)
Pension settlement ioss (167) 47) -
Refund of customer late fees in

Florida (108) - -
South Carolina regulatory

settlement - - (53)
Hurricane-related expenses - - (164)
Corporate, eliminations and :

other (15) (54) (47)
Total consolidated $ 4454 §$ 5557 § 5,289
Net income
Total reportable segments $ 3.653 $ 3.690 § 3,439
Unbilled receivable adjustment (101) - -
Restructuring charge and asset

impairment (584) 97) (18)
Pension settlement loss (100) (29)
Refund of customer late fees in

Florida (70) - -
Net gain (loss) on ownership

transactions 857 - 295
Net gains (losses) on sale or

impairment of securities (212) (5) -
Early extinguishment of debt (22) “n -
South Carolina regulatory

settlement - - (33)
Hurricane-related expenses - - (100)
Wireless merger integration

costs and fair value

adjustment - - (66)
Cingular lease accounting

adjustments - - (43)
Income (loss) from

discontinued operations (867) 104 1,364
Cumulative effect of changes

In accounting principle (1.285) 345 -
Corporate, sliminations and

other 54 (60) (80)
Total consolidated $ 4323 § 3.904

$ 4,758

The Cingular proportional consolidation shown above
represents the amount necessary to reconcile the
proportional resuits of Cingular to GAAP results.

Reconciling items are transactions or events that are
included in reported consolidated results but are excluded
from segment results due fo their nonrecurring or
nonoperational nature. Net gain (loss) on ownership
transactions include: in 2002, a gain from the conversion of
our ownership interest in E-Plus; in 2004, a gain on the sale

of our operations in Denmark.
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Net revenues to external customers are based on the
location of the customer. Geographic information as of
December 31 is as follows:

United 1)
States _international Total
2002:
Revenues $20.207 $2,233  $20.207
Long-lived assets 39,106 2,511 44.647
2003:
Revenues $20.344 $2,294 $20.344
Long-lived assets 38,537 2,316 40,853
2004:
Reévenues §20,300 - $20,300
Long-lived assets 53,797 - 53,797

(1) Revenues from our Latin America consolidated entities are not
" Included in the revenue line item in the consolidated statements
_of income due fo the discontinued operations presentation. Long-
lived assets from our Latin America entities are not inciuded in the
long-lived asset line Hem in the consolidated balance sheets due
to the discontinued operations presentation.

Note Q - Commitments and
Contingencies

LEASES

We have entered into operating leases for facilities and
equipment used in operations. Rental expense under
operating leases was $300 for 2002, $309 for 2003 and
$232 for 2004. Capital leases currently in effect are not
significant. The following table summarizes the approximate
future minimum rentals under noncancelable operating
leases in effect at December 31, 2004:

Minimum

Rentals
2005 $436
2006 106
2007 85
2008 65
2009 47
Thereafter 252
Total $691

OQUTSIDE PLANT

We currently self-insure all of our outside plant against
cdsualty losses. Such outside plant, located in the nine
southeastern states served by BST, is susceptible to
damage from severe weather conditions and other perils.
The net book value of outside plant was $8,527 at
December 34, 2003 and $8,530 .at December 31, 2004.

GUARANTIEES
In most of our sale and divestiture fransactions, we

indemnify the purchaser for various items including labor
and general litigation as well as certain fax matters.



Generally, the terms last one to five years for general and
specific indemnities and for the statutory review periods for
tax matters. The events or circumstances that would
require us to perform under the indemnity are transaction
and circumstance specific. We regularly evaluate the
probability of having to incur costs associated with these
indemnifications and have accrued for expected losses
that are probable. in addition, in the normal course of
business, we indemnify counterparties in certain
agreements. The nature and terms of these indemnities
vary by fransaction, Historically, we have not incurred
significant costs related to performance under these types
of indemnities.

PURCHASE OBLIGATIONS

As of December 31, 2004, we have contracts in place to
outsource certain services, principally information
technology. We aiso have various commitments with
vendors to purchase telecommunications equipment,
software and services.

The following table discloses aggregate information
about these purchase obligations and the periods in which
payments are due:

Payments Dus by Period

Less than

Total 1 year 2006-2008 2009-2014 After 2011

Unconditional purchase

obligationst" $3,102 §723  $4.599 $780 -

(1) The total unconditional purchase obligation includes $472 related
to agreements with Qwest and Accenture that do not stipulate
annual minimum purchases. The agreement with Qwest expires in
2010 and the Accenture agreement expires in 2007, Of this
amount, $6 Is included in the 2006-2008 column and 5466 Is
included in the 2009-2011 column above.

REGULATORY MATTERS
AT&T Prepaid Card

In February 2005, the FCC released an order finding that
certain prepaid card services of AT&T were
telecommunications services. The FCC held that revenue
of the services would accordingly be subject to the same
universal service fund and switched access charges as
were alf other similarly situated telecommunications
services. AT&T has estimated in a securitios filing that it had
“saved” approximately $160 in universal service fund .
contributions and $340 in access charges through use of
the prepaid card services that were the subject of the FCC
decision. We believe that some of the improperly avoided
access charges should have been paid to us for the use of
our network. While AT&T has not provided information
sufficient for us to reasonably estimate access charge
payments we may be owed, we believe the charges could
result in additional revenue that is material to our results of
operations.

South Carolina Price Regulation

Beginning in 1996, we operated under a price regulation
plan approved by the South Carolina Public Service
Commission (PSC) under existing state laws. In April 1999,
however, the South Carolina Supreme Court invalidated
this price regulation plan. In July 1999, we elected to be
regulated under a new state statute, adopted subsequent
to the PSC’s approval of the earlier plan. The new statute
aliows telephone companies in South Carolina to operate
under a price regulation without obtaining approvat from
the PSC. The election became effective during August
1999. The South Carolina Consumer Advocate petitioned
the PSC seeking review of the level of our earnings during
the 1996-1998 period when we operated under the
subsequently invalidated price regulation plan. The PSC
dismissed the petition in November 1999 and issued orders
confirming the vote in February and June of 2000. In July
2000, the Consumer Advocate appealed the PSC’s
dismissal of the petition. In January 2004, the court hearing
the appeal affirmed the PSC’s decision. An appeal of this
decision to the South Carolina Supreme Court was filed in
March 2004. In April 2004, BellSouth entered into
agréements that would completely terminate the litigation.
Under the terms of the settlement, BeliSouth agreed to,
among other things, refund $50 to its South Carolina end
user customers. The refund was recorded in the first quarter
2004 as a reduction to revenue. Refunds were
implemented following court approval of the agreements.
BellSouth agreed to setile the case to avoid further
expensive litigation and uncertainty relating to the
outcome of the litigation. The settiement is not an
admission of liability.

Section 272 Claim

In December 2004, the FCC partially granted and
otherwise dismissed July 2004 claims of AT&T that two
optional discount special access tariffs violated various
provisions of the Communications Act. The FCC held that
one. of the tariffs, the Transport Savings Plan, was unlawful
under Section 272 of the Act, which governs dealings
between BST and our long distance affiliate. That tariff,
coriginally filed in 4999, provided an overlay discount for
carriers that accepted its terms, which included o five year
commitment, a commitment for a defined amount of
spending on special access, and shortfall charges if
commitments were not met. The FCC held that the
discount structure in the tariff was insufficiently related to
cost, and unduly favored a class of carriers (including our
long distance dffiliate) with relatively lower volume special
access spending. and discriminated against carriers with
relatively higher volumes. The FCC dismissed the other
claims associated with the Transport Savings Plan, and
dismissed all claims associated with the second tariff. We
do not agree with the FCC's finding. and appealed its
decision to the D.C. Circuit Court of Appeals. We do not
believe that AT&T has suffered any damages, and we
believe that any such claims would be barred in whole or
in'part by various provisions of law. At this time, however,
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neither the likely outcome of the appeal nor AT&T's
potential damages claim can be predicted, and therefore
no reasonable estimate of loss, if any, can be made.

LEGAL PROCEEDINGS

Employment Claim

On Aprit 29, 2002, five African-American employees filed a
putative class action iawsuit, captioned Gladys Jenkins et
al. v. BellSouth Corporation, against the Company in the
United States District Court for the Northern District of
Alabama. The complaint alleges that BeliSouth
discriminated against current and former African-American
employees with respect to compensation and promotions
In violation of Title VIt of the Civil Rights Act of 1964 and
42 USC. Section 19841. Plaintiffs purport to bring the claims
on behalf of two classes: a class of all African-American
hourly workers employed by BeliSouth Telecommunications
at any time since Aprll 29, 1998, and a class of ali African-
American salaried workers employed by BeliSouth
Telecommunications at any time since April 29, 1998 in
management positions at or below Job Grade 59/Level C.
The plaintiffs are seeking unspecified amounts of back pay,
benefits, punitive damages and attorneys’ fees and costs,
as well as injunctive relief. At this time, the likely outcome
of the case cannot be predicted, nor can a reasonable
estimate of the amount of loss, if any, be made.

Securities and ERISA Claims

From August through October 2002, several individual
shareholders filed substantially identical class action
lawsuits against BeliSouth and three of its senior officers
alleging violations of the federal securities laws. The cases
have been consoclidated in the United States District Court
for the Northern District of Georgia and are captioned I re
Bellsouth Securities Litigation. Pursuant to the provisions of-
the Private Securities Litigation Reform Act of 1995, the
court has appointed a Lead Plaintiff. The Lead Plaintiff filed
a Consolidated and Amended Class Action Complaint in
July 2003 on behalf of two putative classes: (1) purchasers
of BellSouth stock during the period November 7, 2000
through February 19, 2003 (the class period) for alleged
violations of Sections 10(b) and 20 of the Securities
Exchange Act of 1934 and (2) participants in BeliSouth’s
Direct Investment Plan during the class period for alleged
violations of Sections 11, 42 and 45 of the Securities Act of
1933. Four outside directors were named as additional
defendants. The Consolidated and Amended Class Action
Compilaint alleged that during the class period the
Company (1) overstated the unbilled recelvables balance
of its Advertising & Pubiishing subsidiary; (2) failed to
properly implement SAB 101 with regard to its recognition
of Advertising & Publishing revenues; (3) improperly billed
competitive local exchange carriers (CLEC) to inflate
revenues; (4) failed to take a reserve for refunds that
ultimately came due following litigation over late payment
charges: and (5) failed to properly write down goodwill of
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its Latin American operations. On February 8, 2005, the
district court dismissed the Exchange Act claims, except
for-those relating to the writedown of Latin American
goadwill. On that date, the district court also dismissed the
Securities Act claims, except for those relating to the
writédown of Latin American goodwill, the allegations
relating to unbilled receivables of the Company’s
Advertising & Publishing subsidiary, the implementation of
SAB 101 regarding recognition of Advertising & Publishing
revenues and dalleged improper billing of CLECs. The
plaintiffs are seeking an unspecified amount of damages.
as well as attorneys’ fees and costs. At this time, the likely
outcome of the case cannot be predicted, nor can a
reasonable estimate of loss, if any, be made.

. In February 2003, a similar complaint was filed in the
Superior Court of Fulton County, Georgia on behalf of
participants in BelliSouth’s Direct Investment Plan alleging
violations of Section 11 of the Securities Act. Defendants
removed this action to federal court pursuant to the
prov‘n'slons of the Securities Litigation Uniform Standards Act
of 1998 In July 2003, the federal court issued a ruling that
fhe case should be remanded to Fulton County Superior
Court The Fulton County Superior Court has stayed the
case pending resolution of the federal case. The plaintiffs
are seeking an unspecified amount of damages, as well as
attorneys’ fees and costs. At this time, the likely outcome
of the case cannot be predicted, nor can a reasonable
estimate of loss, if any, be made.

_..In September and October 2002, three substantially
identical class action lawsuits were filed in the United
States District Court for the Northern District of Georgia
against BeliSouth, its directars, three of its senlor officers,
and other individuals, alleging violations of the Employee
Retirement Income Security Act (ERISA). The cases have
been consolidated and on April 24, 2003, a Consolidated
Compilaint was filed. The plaintiffs, who seek to represent a
putative class of participants and beneficiaries of
B&liSouth’s 401(k) plans (the Plan), allege in the
Consolidated Complaint that the company and the
individua! defendants breached their fiduciary duties in
violation of ERISA, by among other things, (1) failing to
provide accurate information to the Plans’ participants and
beneficiaries; (2) failing to ensure that the Pians’' assets
were invested properly; (3) failing to monitor the Plans’
fiduciaries; (4) failing to disregard Plan directives that the
defendom‘s knew or should have known were imprudent
and (5) failing to avoid conflicts of interest by hiring
Ihdependem fiduciaries to make investment decisions. The
plaintiffs are seeking an unspecified amount of damages,
injunctive relief, attorneys’ fees and costs. Certain
dhderiying factual allegations regarding BellSouth’s
Advertising & Pubiishing subsidiary and its former Latin
American operation are substantially similar to the
ollegd'nons in the putative securities class action captioned
Iniize BellSouth Securities Litigation, which is described
a _0\'/e At this time, the likely outcome of the cases cannot
be predicted, nor can a reasonable estimate of loss, if any,
be:made.



Antitrust Claims

In October 2002, a number of antitrust class action lawsuits
were filed against BellSouth in federal district courts in
Atlanta, Georgia and Ft. Lauderdale, Florida. Pursuant to
the plaintiff’s motion for voluntary dismissal, the court
dismissed the cases on March 9, 2004.

In December 2002, a consumer ciass action alleging
antitrust violations of Section 1 of the Sherman Antitrust Act
was filed against BeliSouth, Verizon, SBC and Qwest,
captioned William Twombley, et al v. Bell Atlantic Corp., et
al, in Federal Court in the Southern District of New York. The
complaint alleged that defendants conspired to restrain
competition by “agreeing not to compete with one
another and otherwise allocating customers and markets
to one another.”” The plaintiffs are seeking an unspecified
amount of treble damages and injunctive relief, as well as
attorneys’ fees and expenses. In October 2003, the distrct
court dismissed the complaint for failure to state a claim
and the case is now on appeal.

In June 2004, the U.S. Court of Appeals for the 14™
Circuit affirmed the District Court’s dismissal of most of the
antitrust and state iaw claims brought by a plaintiff CLEC in
a case captioned Covad Communications Company, et ai
v. BellSouth Corporation, et al. The appellate court,
however, permitted a price squeeze claim and certain
state tort claims to proceed. At this time, the likely
outcome of the case cannot be predicted, nor can a
reasonable estimate of loss, if any, be made.

OTHER CLAIMS

We are subject to claims arising in the ordinary course of
business involving allegations of personal injury, breach of

confract, anti-competitive conduct, employment law
issues, regulatory matters and other actions. BST is also
subject to claims attributable to pre-divestiture events,
including environmentdal liabilities, rates and contracts.
Certain contingent liabilities for pre-divestiture events are
shared with AT&T Corp. While complete assurance cannot
be given as to the outcome of these claims, we believe
that any financial impact would not be material to our
results of operations, financial position or cash flows.

Note R - Subsidiary Financial Information

We have fully and unconditionally guaranteed alt of the
outstanding debt securities of BeliSouth
Telecommunications, Inc. (BST), which is a 100% owned
subsidiary of BellSouth. In accordance with SEC rules, we
are providing the following condensed consolidating
financial information. BST is listed separately because it has
debt securities, registered with the SEC, that we have
guaranteed. The Other column represents all other wholly
owned subsidiaries excluding BST and BST subsidiaries. The
Adjustments column includes the necessary amounts to
eliminate the infercompany balances and transactions
between BST, Other and Parent and to consolidate wholly
owned subsidiaries to reconcile to our consolidated
financiai information.

CONDENSED CONSOLIDATING STATEMENTS OF INCOME.

For the Year Ended December 34, 2002

Adjust-
BST Other Parent ments Total

Total operating revenues $17.5615  § 54190 $ - $(2.498) $20.207
Total operating expenses 15,292 4,322 114 (3.975) 15,753
Operating income 2,223 868 (144) 1.477 4454
Interest expense 617 2214 610 (382) 1.066
Net earnings (losses) of equity afiliates 1,045 548 3.766 (4.787) 542
Other income (expense), net . (46) 1.540 184 (241) 1.437
Income from continuing operations before income taxes. discontinued

operations, and cumulative effect of changes in accounting prmcnple 2,575 2,735 3.226 (3.169) 5.367
Provision (benefit) for income taxes 582 966 (249) 593 1.892
Income from continuing operations before discontinued operations and

cumulative effect of changes in accounting principle 4,993 1.769 3.475 (3.762) 3.475
Income (loss) from discontinued operations, net of tax - (867) (867) 867 (867)
Cumulative effect of changes in accounting principle ~ (1.285) (1.285) 1,285 (1.285)
Net income (losses) $ 1993 § (383) $ 1323 $(1.610) $ 1.323
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For the Year Ended December 34, 2003

Adjust-
BST Other Parent ments Total
Total operating revenues $17.400 S 5695 $ - $(2.758) $20.341
Total operating expenses 14,838 4,469 25 (4.248) 44,784
Operating income 2,562 1.526 (25) 1.494 56.557
Interest expense 537 73 580 (243) Q47
Net eamings (losses) of equity affiliates 1.067 498 3.799 (4.912) 452
Other income (expense). net (10) 275 114 (14) 362

Income before income taxes, discontinued operations, and cumuiative '
effect of changes in accounting principle 3.082 2,226 3,305 (3.189) 5,424
Provision (benefit) for income taxes 730 770 (183) 619 1.936

Income before discontinued operations and cumulative sffect of changes
in accounting principle 2,352 1.456 3.488 (3.808) 3,488
Income (loss) from discontinued operations. net of tax - 101 101 (109 101
Cumulative effect of changes in accounting principle 816 (501) 315 (315) 315
Net income (losses) § 3468 $ 1,056 $ 3904 $(4.224) $ 3.904
For the Year Ended December 31, 2004

BST Other Parent  Adjustments Total
Total operating revenues $16,884 86,452 § - $(3,036) $20,300
Total operating expenses 14,993 4,627 11 (4,620) 15,011
Operating income 1,891 1,825 <11) 4,584 5,289
Interest expense 529 26 607 (246) 946
Net eamings (losses) of equity affiliates 1,125 80 3,700 (4,837) 68
Other income (expense), net 12 667 114 (48) 745
Income before income taxes and discontinued operations 2,499 2,546 3,196 (3,055) 5,186
Provision (benefit) for income taxes 484 858 (198) 648 1,792
Income before discontinued operations 2,045 1,688 3,394 (3,703) 3,394
Income (loss) from discontinued operations, net of tax - 1,364 1,364 (4,364) 1,364
Net income (losses) § 2,015 $3,052 $4,758 $(5,067) $ 4,758
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CONDENSED CONSOLIDATING BALANCE SHEETS

December 31, 2003 December 34, 2004
Adjust- Adjust-
BST Other  Parent ments Total BST Other  Parent menis - Total
ASSETS
Current assets:
Cash and cash equivalents $ 5 § 1190 § 16418 § 134 $ 2,947 § 7 $ 405 § 265 § 3 § 680
Short-term investments - - 1.609 - 1,609 - - 16 - 16
Accounts receivable, net 68 4,204 3.146 (4.545) 2,870 75 1,005 2,918 1.,439) 2,559
Other current assets 393 773 139 118 1,423 528 4,418 144 (3,714) 1,376
Assets of discontinued operations - - - - - - 4,068 - - 1,068
Total current assets 466 3.164 6,512 (4.293) 8.849 640 6,896 3,343 (5,1450) 5,699
Investments and advances to Cinguiar 3,464 8,162 894 (4.838) 7.679 3,515 21,686 1,539 (3,969) 22,771
Property, plant and equipment, net 21,848 1,947 4 38 23,807 24,339 665 3 32 22,039
Deferred charges and other assets 5,029 287 24,790 (20.129) 6.977 5,267 293 39,305 (37,465) 7,400
Iintangible assets, net 1.036 1.211 5 138 2,390 4,072 391 9 115 1,587
Total assets $31.813 $14.774 $29.202 $(26.084) $49.702 $31,803 $29,9341 $44,199 $§(46,437) $59,496
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current Eabilities: .
Debt maturing within one year $2454 $ 920 $ 2,470 § (2.353) § 3.491 $ 3016 $ 15 § 4,248 § (1,804) $ 5475
Other current liabilities 3.942 1.724 916 (4.615) 4,967 3,944 4,165 4,905 (5,946) 4,065
Liabilities of discontinued operations - - - - - - 830 - - 830
Total current liabilities 6,396 2,644 3,386 (3.968) 8.458 6,957 2,040 9.153 {7,750) 10,370
Ltong-term debt 4,970 845 6,304 (627) 11,489 3,704 107 14,874 (577) 15,108
Noncurrent liabliities:
Deferred income taxes 4,408 1.519 (751) 473 5.349 5,063 1,735 (490) 184 6,492
Other noncurrent liabilities 2,994 1,074 554 75 4,694 2,974 794 596 99 4,460
Total noncurrent liabitities 7.399 2,593 (197) 248 10,043 8,037 2,526 106 283 10,952
Shareholders’ equity 13,048 8,689 19,712  (24,737) 19.712 13,105 25,288 23,066 (38,393) 23,066
Total ligbilities and shareholders’ equity $34.813 $44.771 $29.202 $(26.084) $49.702 $34,803 $29,9314 $44,199 $(46,437) $59,496
CONDENSED CONSOLIDATING CASH FLOW STATEMENTS
For the Year Ended December 31, 2002
BST Other Parent  Adjustments Total
Cash flows from continuing operations:
Cash flows from operating activities $6474 § 828 § 3.434 $(2.724) $ 7.712
Cash flows from investing activities (3.166) (223) 1.019 458 (1.912)
Cash flows from financing activities (3.008) (625) (3.27%) 2,361 (4.443)
Cash flows from discontinued operations ’ - 72 - - 72
Net increase (decrease) in cash : $ - §$ 152 $ 1,482 $ 95 § 1.429
For the Year Ended December 34, 2003
BST Other Parent  Adjustments Total
Cash flows from confinuing operations:
Cash flows from operating activities $ 7654 § 4637 S 4.038 $(5.446) § 7.883
Cash flows from investing activities (2.918) (545) (777) 4,534 (2.706)
Cash flows from financing activities (4.731)  (1.082) (2.825) 3.959 (4.679)
Cash flows from discontinued operations : - 428 - - 428
Net increase (decrease) in cash $ § § 438 § 436 S 47 S 926
3 For the Year Ended December 31, 2004
BST Other Parent  Adjustments Total
Cash flows from continuing operations:
Cash flows from operating activities $ 5456 § 4,347 $ 3,210 $ (3,212) § 6,801
Cash flows from investing activities (2,971) (44,363) (13,751) 47,525 (43,560)
Cash flows from financing activities (2,483) 12,810 9,188 (14,444) 5,071
Cash flows from discontinued operations - (579) - - (579)
Net increase (decrease) in cash $ 2 § (785) $ (1,353) $  (131) § (2,267
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NOTES TO CONSOLIDATED FINANCIAL

STATEMENTS continvep

DOLLARS ARE IN MILLIONS., EXCEPT PER SHARE AMOUNTS AND AS OTHERWISE INDICATED

BELLSOUTH CORPORATION

Note $ — Quarterly Financial Information (Unaudited)

In the following summary of quartery financial information, all adjustments necessary for a fair presentation of each

period were included.

Second

First Third Fourth
Quarter Quarter Quarter Quarter Total

2003
Operating Revenues $5.014 $5,079  $5,144 $5.107 $20.341
Operating Income 1.351 1,354 1.453 1.399 5.567
Provision for income Taxes 490 511 486 449 1,936
Income Before Discontinued Operatlons and Cumulative Effect of Changes in

Accounting Principie ' 850 908 894 836 3.488
Income Before Cumulative Effect of Changes in Accounting Principle 9156 951 936 787 3,589
Net income (Loss) 1,230 951 936 787 3.904
Basic Earnings Per Share(®: :
Income Before Discontinued Operations and Cumulative Effect of Changes in

Accounting Principle $046 $049 S$048 $ 046 $§ 189
income Before Cumulative Effect of Changes in Accounting Principie $§049 S051 $051 $043 $ 194
Net income (Loss) ’ $066 $051 $051 $043 S 2.14
Diluted Earnings Per Share(®:
income Before Discontinued Operations and Cumulative Effect of Changes in

Accounting Principte $046 S$049 $048 $ 045 § 1.88
Income Before Cumulative Effect of Changes in Accounting Principle $049 $051 $051 $043 § 4194
Net Income (Loss) $066 S051 $051 $043 $ 2.14
Total comprehensive income $1,111 54031 S 944 § 973 § 4,059
2004
Operating Revenues $4,976 $5,083 $5,095 $5,146 $20,300
Operating Income 1,358 1,442 1,401 1,088 5,289
Provision for Income Taxes 623 516 465 188 1,792
income Before Discontinued Operations and Cumulative Effect of Change in

Accounting Principle 4,450 9239 852 453 3,394
Income Before Cumulative Effect of Change in Accounting Principle 1,599 996 799 1,364 4,758
Net Income (Loss) : 1,599 996 799 1,364 4,758
Basic Eamings Per Share®:
Income Before Discontinued Operations and Cumulative Effect of Change in

Accounting Princliple $§063 $054 $047 $ 025 § 1.85
Income Before Cumuiative Effect of Change in Accounting Principle $087 $054 $044 $074 § 260
Net Income (Loss) $087 $054 $044 $ 074 $ 2460
Diluted Earnings Per Share(®:
Income Before Discontinued Operations and Cumuiative Efféect of Change in

Accounting Principle $063 $051 $046 $025 $ 185
Income Before Cumulative Effect of Change in Accounting Principle $087 §$054 §$044 5074 § 259
Net Income (Loss) §087 $054 $044 $ 074 § 259
Totai comprehensive income $4,743  $4,007 § 789 $4,677 § 5,186

(a) Oue to rounding. the sum of quarterly EPS amounts may not agree to year-to-date EPS amounts.
The quarters shown were affected by the items listed below. These items are specific to net income.

2003 - or $0.02 per share, in the second quarter: by $42, or

$0.02 per share, in the third quarter; and by $(49), or

* We recorded losses related to our workforce
reduction of approximately 3,400 positions, which
reduced net income by $74, or $0.04 per share, in the 2004
first quarter; by $42, or $0.01 per share, in the second

$(0.03) per share, in the fourth quarter.

quarter; and by $410, or $0.01 per share in the fourth * First quarter includes a gain related to the sale of our
quarter. operations in Denmark, which increased net income

« Third quarter includes a charge for an asset
impairment, which reduced net income by $32, or

by $295, or $0.46 per share.
« First quarter also includes a charge for a settliement

$0.02 per share. with the South Carolina Consumer Advocate, which

* We recorded income (losses) related to our

decreased net income by $33, or 0.02 per share.

Discontinued Operations which impacted net income + We recorded losses related to service repairs in the

by $65, or $0.03 per share, in the first quarter; by $43,
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wireline business due to Hurricanes Charley, Frances,



ivan and Jeanne, which reduced net income by $23,
or $0.04 per share in the third quarter and by $77, or
$0.04 per share, in the fourth quarter.

Our equity in earnings from Cingular included losses
related to wireless merger integration costs for the
Cingular/ AT&T Wireless merger, a fair value
adjustment for the sale of Cingular Interactive, and
lease accounting adjustments, which reduced our net
income by $17, or $0.01 per share, in the third quarter
and by $92, or $0.05 per share in the fourth quarter,

* Fourth quarter also includes charges related to

severance and lease termination payments, which
reduced net income by $18, or $0.01 per share.

We recorded income (losses) related to our
Discontinued Operations which impacted net income
by $449, or $0.24 per share, in the first quarter: by $57,
or $0.03 per share, in the second quarter; by $(53), or
$(0.03) per share, in the third quarter; and by $944, or
$0.50 per share, in the fourth quarter.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
BELLSOUTH CORPORATION

To the Shareholders BellSouth Corporation:

We have completed an integrated audit of BellSouth Corporation’s 2004 consolidated financial statements and of its internal
control over financial reporting as of December 31, 2004 and audits of its 2003 and 2002 consolidated financial statements in
accordance with the standards of the Public Company Accounting Oversight Board (United States). Our opinions, based on our
audits and the report of other auditors, are presented below.

Consolidated financial statements

in our opinion, based on our audits and the report of other auditors, the accompanying consolidated balance sheets and the
related consolidated statements of iIncome, cash flows and sharehoiders’ equity and comprehensive income present fairly, in all
material respects, the financial position of BellSouth Corporation and its subsidlaries (“BellSouth™) at December 34, 2004 and
2003, and the results of their operations and their cash flows for each of the three years in the period ended December 34, 2004
in conformity with accounting principles generally accepted in the United States of America. These financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these financlal statements based on
our audits. We did not audit the financial statements of Cingular Wireless, LLC (*Cingular). an equilty method investee.
BeliSouth’s consolidated financial statements include an Investment of $48,311 million and $3.867 million as of December 34, 2004
and 2003, respectively and equity method income of $24 million. $408 milion and $497 million, respectively, for each of the three
years in the period ended December 34, 2004. Those statements were qudited by other auditors whose report thereon has been
furnished to us, and our opinion expressed herein, insofar as it relates to the amounts included for Cingular, is based solely on the
report of the other auditors. We conducted our audits of these statements in accordance with the standards of the Public
Company Accounting Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit of financial statements
Includes examining. on a test basis. evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, and evaluating the overall financial statement
presentation. We belleve that our audits and the report of other auditors provide a reasonable basis for our opinion.

As discussed in Note C to the consolidated financial statemenis, in 2003, BellSouth adopted Financlat Accounting Standards
Board Statement No. 143, changing its method of accounting for asset retirement costs and changed its accounting for
publication revenues from the publication and delivery method to the deferral method as of January 1, 2003. As discussed In
Note G to the consolidated financial statements, BeliSouth adopted Financial Accounting Standards Board Statement No. 142
and changed its method of accounting for goodwill and other intfangible assets as of January 4. 2002.

Internal control over financiai reporting

Also, in our opinion, management’s assessment, included in the accompanying Report of Management on Internal Conlrol
Over Financial Reporting. that the Company maintained effective intemal control over financial reporting as of December 34,
2004 based on criteria established in Internal Conlrol - Integrated Framework issued by the Committee of Sponsoring
Organlzations of the Treadway Commission (COs0), Is fairly stated, in all material respects, based on those criteria. Furthermore.
in our opinion. the Company maintained, in all material respects, effective intemnal control over financial reporting as of
December 34, 2004, based on criteria established in Infernal Control - Integrated Framework issued by the COSO. The Company’s
management Is responsible for maintaining effective internat control over financial reporting and for its assessment of the
effectiveness of internal control over financial reporting. Our responsibility is to express opinlons on management’s assessment
and on the effectiveness of the Company’s internal control over financial reporting based on our audit. We conducted our audit
of internal control over financial reporting in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
effective interal control over financial reporting was maintained in alt material respects. An audit of intermai control over
financial reporting Includes obtaining an understanding of intemal Control over financlal reporting, evaluating management’s
assessment, testing and evaluating the design and operating effectiveness of Internal control. and performing such other
procedures as we consider necessary in the circumstances. We belleve that our audit provides a reasonable basis for our
oplinions.

A company's internal control over financial reporting is a process designed to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for extermal purposes in accordance with
generally accepted accounting principles. A company's internal control over financial reporting includes those policies
and procedures that (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect
the transactions and dispositions of the assets of the company; (i) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting
principles, and that receipts and expenditures of the company are being made only in accordance with authorizations of
management and directors of the company: and (lii) provide reasonable assurance regarding prevention or timely
detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect on
the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

WG’)«K L4 l:
Atlanta, Georgia
March 4, 2005
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
BELLSOUTH CORPORATION

Board of Directors and Shareowners
Cingular Wireless Corporation, Manager of
Cingular Wireless LLC

We have audited the consolidated balance sheets of Cingular Wireless LLC as of December 34, 2003 and 2004, and the
related consolidated statements of income, changes in members’ capital, comprehensive income and cash flows for
edch of the three years in the period ended December 31, 2004 (not presented separately herein). These financial
statements are the responsibility of the Company’s management. Our responsibfiity is to express an opinion on these
financial statements based on our audits. The financial statements of Omnipoint Facilities Network I, LLC (Omnipoint), a
wholly owned subsidiary of GSM Facilities, LLC {an equity investee in which the Company has an approximate 60%
interest at December 34, 2004). have been audited by other auditors whose report has been-furnished to us; insofar as
our opinion on the consolidated financial statements relates to the 2003 and 2004 amounts included for Omnipoint, it is
based solely on their report. In the consolidated financiai statements, the Company’s indirect investment in Omnipoint is
stated at $§770 million and $880 million, respectively, at December 34, 2003 and 2004, and the Company’s equity in net
losses of Omnipoint is stated at $100 million and $135 million, for the years then ended.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audits to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disciosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We befieve that our aqudits provide a reasonable basis for our opinion.

In our opinion, based on our audits and the report of other quditors, the consolidated financial statements referred to
above present fairly, in all material respects, the consolidated financial position of Cingular Wireless LLC and subsidiaries
at December 31, 2003 and 2004 and the consolidated results of their operations and their cash flows for each of the
three years in the period ended December 31, 2004 in conformity with U.S. generally accepted accounting principles.

As described in Note § to the consolidated financial statements, in 2002 the Company adopted Statement of Financial
Accounting Standards No. 142, Goodwill and Other Intanglble Assets.

As described in Note 2 to the consolidated financial statements, the consolidated balance sheet as of December 31,
2003 and the related consolidated statements of income. changes in members’ capital, comprehensive income and
cash flows for each of the years ended December 34, 2002 and 2003 have been restated.

Hanet + MLP

Aflanta, Georgia
March 4, 2005

REPORT OF MA INTERNAL CONTROL
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BELLSOUTH CORPORATION
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The management of BeliSouth Corporation is responsible for establishing and maintaining adequate internal control over
financial reporting and for its assessment of the effectiveness of internal control over financial reporting. Internal control
over financial reporting is defined in Ruies 13a-45(f) or 15d-15(f) adopted under the Securities Exchange Act of 1934.

BellSouth’s management assessed the effectiveness of the Company’s infernat control over financial reporting as of
December 31, 2004. In making this assessment, BellSouth’s management used the criteria set forth in Infernal Control -
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). Based
on its assessment, management concluded that BeliSouth maintalned effective internal control over financial reporting as
of December 31, 2004.

PricewaterhouseCoopers LLP, BellSouth’s independent registered public accounting firm, has audited our
management’s assessment of the effectiveness of the company’s infernal control over financial reporting as of
December 31, 2004, as stated in their report which appears on page 84.

March 4, 2005
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EXHIBITS AND
BELLSOUTH CORPORATION

FINANCIAL

ltem 9. Changes in and Disagreements
with Accountants on Accounting
and Financlal Disclosure

No change in accountants or disagreements on the
adoption of appropriate accounting standards or financial
disclosure has occurred during the periods included in this
report.

Item 9A. Controis and Procedures

We maintain disclosure controls and procedures that are
designed to ensure that information required to be
disclosed in our Exchange Act reports is recorded,
processed, summarized and reported within the time
periods specified in the SEC’s rules and forms, and that
such information is accumulated and communicated to
the management, inciuding the Chief Executive Officer
and Chief Financial Officer, as appropriate, to aliow timely
decisions regarding required disclosure. Management
necessarily applied its judgment in assessing the costs and
benefits of such controls and procedures, which, by their
nature, can provide only reasonable assurance regarding
management’s control objectives. We also have
investments in certain unconsolidated entities. As we do
not control or manage these entities, our disclosure
controls and procedures with respect 1o such entities are
necessarily more limited than those we maintain with
respect to our consolidated subsidiaries.

The Company’s management, including the Chief
Executive Officer and Chief Financial Ofiicer, does not
expect that our disclosure controls can prevent all errors
and all fraud. A confrol system, no matter how well
conceived and operated, can provide only reasonable,
not absolute, assurance that the objectives of the conirol
system are met. There are inherent limitations in all control
systems, including the realities that judgments in decision-
making can be faulty, and that breakdowns can occur
because of simple error or mistake. Additionally, controls
can be circumvented by the individuatl acts of one or more
persons. The design of any system of controls also is based
in part upon certain assumptions about the likelihood of
future events, and, while our disclosure controls and
procedures are designed to be effective under
circumstances where they shouid reasonably be expected
to operate effectively, there can be no assurance that any
design wilt succeed in achleving its stated goails under all
potential future conditions. Because of the inherent
limitations in any control system, misstatements due to error
or fraud may occur and not be detected.

As of the end of the period covered by this report, we
carried out an evaluation, under the supervision and with
the participation of management, including the Chief
Executive Officer along with the Chlef Financial Officer, of
the effectiveness, of the design and operation of our
disclosure controls and procedures pursuant to Exchange
Act Rules 13a-15(b) and 15d-15(b). Based upon the
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foregoing, the Chief Executive Officer along with the Chief
Financial Officer concluded that our disclosure controls and
procedures are effective at providing reasonabie
assurance that all material information relating to BellSouth
(including consolidated subsidiaries) required to be
included in our Exchange Act reports is reported in a fimely
manner. In addition, based on such evaluation we have
identified no change in our internai control over financial
reporting that occurred during the fourth quarter of 2004
that has materially affected or is reasonably likely to
materially affect, our internal control over financial

- reporting.

item 9B. Other Information

There is no information that was required to be disclosed in
a report on Form 8K during the fourth quarter of 2004 but
was not reported.

PART Ill

Item 10. Directors and Executive Officers
of the Registrant

The following sections of the Company’s definitive proxy
statement dated March 14, 2005 are incorporated herein
by reference:

* The second and third paragraph under the heading
' “Structure and Practices of the Board of Directors —
Corporate Governance Philosophy”’
The information under the heading “Structure and
Practices of the Board of Directors — Independence
of Committee Members”

* The information under the heading “Structure and

Practices of the Board of Directors — Audit

"~ .- Committee Financial Experts”

¢ The information under the heading “Matters to Be
Voted On — Directors’ Proposal 1: Election of
Directors’”
The information under the heading “General
Information — Section 46(a) Beneficial Ownership
Reporting Compliance’’
Information regarding executive officers required by
ltem 401 of Regulation S-K is furnished in @ separate
disclosure on page 16 in Part | of this report since the
registrant did not furnish such information in its definitive
proxy statement prepared in accordance with
Schedule 14A. information regarding our Code of Ethics is
included under the caption “Website Access” on page 16
of this Form 10-K.

Item 14. Executive Compensation

The information under the headings “Executive
Compensation” and “‘Structure and Practices of the Board



of Directors — Director Compensation” and

"— Compensation Committee Interiocks and Insider
Participation” contained in the Company’s definitive proxy
statement dated March 14, 2005 are incorporated herein
by reference.

Item 12. Security Ownership of Certain
Beneficial Owners and
Management and Related
Shareholder Matters

The information under the headings “Beneficial Ownership
of Common Stock” contained in the Company's definitive
proxy statement dated March 41, 2005 are incorporated
herein by reference.

SECURITIEs AUTHORIZED FOR ISSUANCE UNDER
EQUITY COMPENSATION PLANS

Equify compensation plan information

The following table provides information about shares of
BeliSouth common stock that may be issued under our
equity compensation plans as of December 34, 2004.

<)
Number of
securities
(A) remaining
Number of (8) avaliable for
securities to Welghted- future issuance
be Issued average under equity
upon exercise compensation
exerclse of price of plans
outstanding  outstanding (excluding
options, opftions, securities
warrants warrants refiected in
and rights and rights column (A))
Equity compensation
plans approved by
shareholders 104,414,656 §35.12 79.886.524%
Equity compensation
plans not approved by
shareholders 1,572,645 $44.00 —
Totals 105,987,300 $35.19® 79.886,521

(1) Consists of shares to be issued upon exercise of oulistanding
options granted under the BellSouth Cormporation Stock and
Incentive Compensation Plan, the BefiSouth Corporation Stock )
Pian. the BellSouth Cofporation Stock Option Plon, the BeliSouth-
Corporation Non-Employee Director Stock Pian, and the BellSouth
Corporation Non-Employee Director Stock Option Plan. Of these
plans, the only pian under which options may be granfed in the
future is the BellSouth Corporation Stock and Incentive Compen-
sation Plan.

The number of shares available for future grant under the
Bellsouth Corporation Stock and incentive Compensation Plan (as
approved by shareholders in April 2004) Is equal to elghty million
(80.000.000) shares authorized for issuance under the plan, less
the cumuiative number of awards granted under the plan that will
be seltled by issuing shares.

The weighted average exercise prices in the table above exclude
223,727 shares payable under the Incentive Award Deferral Plan
at December 31, 2004.

@

€&

Equity compensalion plans not approved by
security hofders

The BeliSouth Corporation Executive Incentive Award
Deferrat Plan (the “JADP") is a nonquadiified deferred
compensation plan that was terminated effective Septem-
ber 1996. Prior to termination of the IADP, eligible plan
pcniciponfs could elect to defer receipt of some or all of
the shares of BellSouth Common Stock awarded to them
under the BeliSouth Corporation Executive Long-Term In-
centive Plan (terminated effective February 1996). During
the defemal period, dividend equivalents increase the
number of shares payable to participants at the same rate
as the dividend rate received by all shareholders. Shares
are issued to plan participants in accordance with individ-
ual payment schedules that were established when each
respective deferral agreement was executed. Plan partici-
pants are not required to pay an exercise price o receive
these shares. Shareholder approval of this plan was not
required under applicable provisions of law or the rules of
the New York Stock Exchange.

Upon Mr. Ackerman’s election to the positions of Chair-
man of the Board, President and Chief Executive Officer,
we entered into a retirement agreement with him that
became effective November 23, 1998. The agreement was
designed to incent Mr. Ackerman to remain with BeliSouth
beyond the age of sixty and to link compensation under
the agreement to BellSouth’s performance. Pursuant to this
agreement, Mr. Ackerman received an award of 1,348,918
hon’t_:uoliﬁed stock options with an exercise price of $41.00
per share. If he remains employed by BellSouth, these
options vest 20% each year, beginning with Mr. Acker-
man’s 60th birthday, which occurred in 2002. Shareholder
approval of this plan was not required under applicable
provisions of law or the rules of the New York Stock
Exchange.

item 13. Certain Relationships and Related
Transactions

The information under the heading “‘Structure and Prac-
tices of the Board of Directors — Related Party Transac-
tions" contained in the Company’s definitive proxy
statement dated March 44, 2005 are incorporated herein
by reference.

Item 44. Principal Accountant Fees and
Services

The information under the headings “Audit Committee
Report — Fees Paid to the Independent Registered Public
Accounting Firm™ and “"— Pre-Approval of Services by the
Independent Registered Public Accounting Firm* contained
in the Company’s definitive proxy statement dated

March 14, 2005 are incorporated herein by reference.
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EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
BELLSOUTH CORPORATION

PART IV
Item 15. Exhibits and Financial Statement Schedules

Page(s) in This

Form 10K
a. Documents filed as a part of the report:
(&)) Financial Statements of BeliSouth Corporation:
Consolidated Statements Of INCOME ... ... ... ottt e, 50
Consolidated Balance Sheets..................... U 54
Consolidated Statements of Cash Flows ........... e e e e e s 52
Consolidated Statements of Shareholders’ Equity and Comprehensive Income ........... N 863
Notes to Consolidated Financial Statements ... ... .. ... .. i, 54
Reports of Independent Registered Public Accounting Firms . ............ ... ... ........ 84
Consolidated Financial Statements of Cingular Wireless LLC:
Reports of Independent Registered Public Accounﬂhg Firms ... Exhibit 99a
Consalidated Balance Sheets ...... ... ...t e Exhibit 99a
Consolidated Statements of Income . ........ e e et Exhibit 99a
Consolidated Statements of Changes in Members' Capital .. .........oeeeeieeeennnn.. Exhibit 99a
. Consolidated Statements of Comprehensive Income ............. et Exhibit 99a
Consolidated Statements of Cash FIOWS .. ...........ooeiuent o, Exhibit 92a
Notes to Consolidated Financial Statements .. ....... ... ..o o i, Exhibit 99a
(2) Financial statement schedules have been omitted because the required information is

contained in the financial statements and notes thereto or because such schedules are
not required or applicable.

(3) Exhibits: Exhibits identified in parentheses below, on file with the SEC., are incorporated
herein by reference as exhibits hereto. Al management contracts or compensatory
plans or arrangements required to be filed as exhibits to this Form 10-K pursuant to
ftem 15(c) are filed as Exhibits 10f through “{0aaa inclusive.

2a Stock Purchase Agreement, dated as of March 5, 2004, by and among Telefdnica
Mbviles, S.A., each of the entities listed on Schedule| to the Agreement, and BeliSouth
Corporation (for purposed of the Sections and Aricles identified in the Preamble only)
(incorporated by reference to Exhibit 2-a to BeliSouth’s Form 8-K dated March 5, 2004,
File No. 1-8607.)

2a-1 Amendment No. 1 to Stock Purchase Agreement, dated as of July 8, 2004, by and
among Telefénica Méviles, S.A. and the entities listed on the signature pages thereto
(incorporated by reference to Exhibit 2a-1 to Form 10-Q for the quarter ended
September 30, 2004, File No. 1-8607.)

2a-2 Amendment No. 2 to Stock Purchase Agreement, dated as of October 4, 2004, by and
among Telefonica Mdviles, S.A. and the entities listed on the signature pages thereto
(incorporated by reference to Exhibit 2a-2 to Form 10-Q for the quarter ended
September 30, 2004, File No. 1-8607.)

2a-3 Amendment No. 3 fo Stock Purchase Agreement, dated as of October 14, 2004, by and
among Telefénica Moviles, S.A. and the entities listed on the signature pages thereto
(incorporated by reference to Exhibit 2a-3 to Form 10-Q for the quarter ended
September 30, 2004, File No. 1-8607.)

2a-4 Amendment No. 4 to Stock Purchase Agreement, dated as of October 27, 2004, by and
among Telefonica Moviles, S.A. and the entities listed on the signature pages thereto
(incorporated by reference to Exhibit 2a-4 to Form 10-Q for the quarter ended
September 30, 2004, File No. 4-8607.)

3a Amended Articles of Incorporation of BellSouth Corporation adopted December 5, 2000
(incorporated by reference to Exhibit 3a to Form 10-K for the year ended December 31,
2000, File No. 1-8607.)



3b

4a
4a-1

4b

10a

10b

10c

10d

10e

10f

10g
10h

10i
10j

10k

By-laws of BeliSouth Corporation adopted April 26, 2004 (incorporated by reference to
Exhibit 3b to Form 10-Q for the quarter ended March 31, 2004, File No. 4-8607.)

BellSouth Corporation Shareholder Rights Agreement dated November 22, 1999
(incorporated by reference to Exhibit 1 to Report on Form 8-A dated November 23,
1999, File No. 1-8607.)

Amendment No. 1 to BellSouth Corporation Shareholder Rights Agreement, dated as of
March 2, 2005 (incorporated by reference to Exhibit 4a to Current Report on Form 8-K
dated February 28, 2005, File No. 1-8607.)

No instrument which defines the rights of holders of long and intermediate term debt of
BeliSouth Corporation is filed herewith pursuant to Regulation S-K, ftem 601(b) (4) (iii) (A)
Pursuant to this regulation, BellSouth Corporation hereby agrees to furnish a copy of any
such instrument to the SEC upon request.

Agreement and Plan of Merger by and among AT&T Wireless, Inc., Cingular Wireless
Corporation, Cingular Wireless LLC and Links 1 Corporation, and, solely with respect to
Sections 5.3, 6.1(b), 6.5(b) and Article IX of the Agreement and Plan of Merger, SBC
Communications Inc. and BellSouth Corporation dated as of February 17, 2004
(incorporated by reference to Exhibit 99.4 from the Current Report on Form 8-K/A of
Cingular Wireless LLC dated February 17, 2004 and filed on February 48, 2004, File
No. 001-31673.)

Investment Agreement dated February 17, 2004 between BellSouth Corporation and
SBC Communications Inc. (incorporated by reference to Exhibit 10nn to Form 40K for
the year ended December 31, 2003, File No. 1—8607.)

Investment and Reorganization Agreement, dated as of October 25, 2004, by and
among BeliSouth Corporation, SBC Communications Inc., Cingular Wireless Corporation,
Cingular Wireless LLC, Links | Corporation, Cingular Wireless Il, Inc., BLS Cingular Holding.
LLC, SBC Alloy Holdings. Inc., BeliSouth Enterprises, inc., BeliSouth Mobile Systems, Inc.,
BeliSouth Mobile Data, Inc. and SBC Long Distance, Inc. (incorporated by reference to
Exhibit 99.01 of the Form 8-K of Cingular Wireless LLC filed on October 28, 2004, File

No. 001-31673.)

Revolving Credit Agreement by and among BellSouth Corporation, SBC
Communications, Inc. and Cingular Wireless LLC. dated as of August 1, 2004
(incorporated by reference to Exhibit 10pp to the Form 10-Q for the quarter ended
June 30, 2004, File No. 1-8607.)

Credit Agreement dated as of October 4, 2004 among BellSouth Corporation, the
Lenders Party Thereto and JPMorgan Chase Bank, as Administrative Agent
(incorporated by reference to Exhibit 10xx to Bel!Soufh s Form 8-K dated October 4,
2004, File No. 4-8607.)

BellSouth Corporation Executive Long Term Disability and Survivor Protection Plan as
amended and restated effective January 1, 1994 (incorporated by reference to
Exhibit 10c-1 to Form 10K for the year.ended December 34, 1993. File No. 1-8607.)

BellSouth Corporation Executive Transfer Plan (lncorporofed by reference Exhibit 10ee to
Registration Statement No. 2-87846.)

BellSouth Corporation Death Benefit Program (incorporated by reference o Exhibit 10
to Form 10K for the year ended December 31, 1989, File No. 1-8607.)

BellSouth Corporation Executive Incentive Award Deferral Plan as amended and
restated effective September 23, 1996 (incorporated by reference to Exhibit 10g to
Form 40K for the year ended December 34,-1996, File No. 1-8607.)

BellSouth Corporation Nonqualified Deferred Compensation Plan as amended and
restated effective November 25, 1996 (incorporated by reference to Exhibit 10h to
Form 10K for the year ended December 31, 1996, File No. 1-8607.)

BeliSouth Corporation Supplemental Executive Retirement Plan as amended on

March 23, 1998 (incorporated by reference to Exhibit 40i to Form 10-Q for the quarter
ended March 31, 1998, File No. 1-8607.)
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410k-1 Amendment to BellSouth Corporation Supplemental Executive Retirement Plan, as
amended on March 23, 1998, dated as of December 23, 2004.

101 BellSouth Corporation Executive Financial Services Plan, effective January 1, 2004.

10m BeliSouth Split-Dollar Life Insurance Plan, as amended and restated and effective as of
November 24, 2003.

10n BellSouth Oficer Compensation Deferral Pian as amended and restated effective

January 1, 2002 (incorporated by reference to Exhibit 10z to Form 10-Q for the quarter
ended September 30, 2004, File No. 1-8607.)

100 BellSouth Officer Personal Vehicle Perquisite Plan, effective January 4, 2004.

10p BellSouth Supplemental Life Insurance Plan, as amended and restated effective April 1,
2004.

10g BellSouth Officer Compensation Deferral Plon as Amended and Restated Effective
January 1, 2005.

10r BellSouth Executive Stock Ownership Program, as revised September 27, 2004.

10s BellSouth Corporation Officer Short Term Incentive Award Plan (incorporated by
reference to Exhibit 10y to Form 10-Q for the quarter ended September 30, 1996, File
No. 1-8607.)

10t 2005 Named Executive Officer Compensation Term Sheet.

10u BellSouth Corporation Plan For Non- -Employee Directors’ Travel Accident Insurance
(incorporated by reference to Exhibit 10ii to Registration Stqtemenf No. 2-87846, File
No. 1-8607.)

10v BellSouth Corporation Deferred Compensation Plon for Non-Employee Directors, as

amended and restated effective March 9, 1984 (incorporated by reference to
Exhibit 10gg to Registration Statement No. 2-87846, File No. 1-8607. )

10w BeliSouth Corporation Director’s Compensation Deferral Pian as Amended and Restated
effective May 1, 2001 (incorporated by reference from Exhibit 104-1 to Form 10-Q for
the quarter ended March 31, 2004, File No. 1-8607.)

10w-1 First Amendment to BellSouth Corporation Director's Compensoﬁon Deferral Plan dated
as of February 6, 2004.

10x BeliSouth Non-Employee Directors Charitable Contribution Program (incorporated by
reference to Exhibit 10z to Form 10-K for the year ended December 31, 1992, File
No. 1-8607.)

10y BeliSouth Personal Retirement Account Pension Plan, as amended and restated effective

January 1, 1998 (incorporated by reference to Exhibit 10q to Form 10K for the year
ended December 34, 1998, File No. 1-8607.)

410y-1 Amendment dated December 22, 1998 to the BeliSouth Personal Retirement Account
Pension Plan (incorporated by reference 1o Exhibit 10g-1 to Form 10K for the year
ended December 34, 1998, File No. 1-8607.)

10y-2 Amendment dated March 22, 1999 to the BeliSouth Personal Retirement Account
Pension Plan (incorporated by reference .fo Exhibit 10q-2 to Form 10-Q for the quarter
ended March 31, 1999, File No. 1-8607.)

10y-3 Amendment dated April 7, 1999 to the BeliSouth Personal Retirement Account Pension
Plan (incorporated by reference to Exhibit 40q-3 to Form 10-Q for the quarter ended
March 34, 1999, File No. 1-8607.)

10y-4 Amendment dated May 6, 1999 to the BellSouth Personol Retirement Account Pension
Plan (incorporated by reference to Exhibit 10q-4 to Form 10-Q for the quarter ended
June 30, 1999, File No. 1-8607.) ‘

10y-5 Amendment dated May 6, 1999 to the BellSouth Personal Retirement Account Pension
Plan (incorporated by reference to Exhibit 10g-5 to Form 10-Q for the quarter ended
June 30, 1999, File No. 1-8607.)

10y-6 Amendment dated May 7, 1999 to the BellSouth Personal Retirement Account Pension
Plan (incorporated by reference to Exhibit 10g-6 1o Form 10-Q for the quarter ended
June 30, 1999, File No. 1-8607.)



10y-7

10y-8

10y-9

10y-10

10y-11

10y-12

10y-13

10y-14

10y-15

10y-16

10z

40z-1

10z-2

10z-3

10z-4

10z-5

10aa

10aa-1

Amendment dated September 13, 1999 to the BeliSouth Personal Retirement Account
Pension Plan (incorporated by reference to Exhibit 10g-7 to Form 10-Q for the quarter
ended September 30, 1999, File No. 1-8607.)

Amendment dated December 22, 1999 to the BellSouth Personal Retirement Account
Pension Plan (incorporated by reference to Exhibit 10g-8 to Form 10-K for the year
ended December 31, 1999, File No. 1-8607.)

Amendment dated December 15, 2000 to the BellSouth Personal Retirement Account
Pension Plan (incorporated by reference Exhibit 10g-9 to Form 10-K for the year ended
December 31. 2000. File No. 1-8607.)

Amendment dated December 15, 2000 to the BellSouth Personal Retirement Account
Pension Plan (incorporated by reference to Exhibit 409-10 to Form 10K for the year
ended December 31, 2000, File No. 1-8607.)

Amendment dated December 15, 2000 1o the BellSouth Personal Retirement Account
Pension Plan (incorporated by reference to Exhibit 10g-11 to Form 10K for the year
ended December 31, 2000, File No. 1-8607.)

Amendment dated December 15, 2000 to the BellSouth Personal Retfirement Account
Pension Plan (incorporated by reference to Exhibit 109-12 to Form 10-Q for the quarter
ended September 30, 2001, File No. 1-8607.)

Amendment dated December 18, 2001 to the BellSouth Personal Retirement Account
Pension Plan (incorporated by reference to Exhibit 10g-13 to Form 10-K for the year
ended December 34, 2001, File No. 1-8607.)

Amendment dated December 17, 2002 to the BeliSouth Personal Retirement Account
Pension Plan (incorporated by reference to Exhibit 109-14 to Form 10K for the year
ended December 31, 2002, File No. 1-8607.)

Amendment dated December 23, 2003 to the BellSouth Personal Retirement Account
Pension Plan (incorporated by reference 1o Exhibit 40g-15 to Form 10K for the year
ended December 34, 2003, File No. 1-8607.)

Amendment dated December 22, 2004 to the BellSouth Personal Retirement Account
Pension Plan.

BellSouth Corporation Trust Under Executive Benefit Plan(s) as amended April 28, 1995
(incorporated by reference to Exhibit 10u-1 to Form 10-Q for the quarter ended June 30,
1995, File No. 1-8607.)

Amendment dated May 23, 1996 to the BellSouth Corporation Trust Under Executive
Benefit Plan(s) (incorporated by reference to Exhibit 10s-1 to Form 10-Q for the quarter
ended June 30, 1996, File No. 1-8607.)

Second Amendment dated July 8. 2002 to the BellSouth Corporation Trust Under
Executive Benefit Plan(s) (incorporated by reference to Exhibit 10r-2 to Form 10-Q for
the quarter ended September 30, 2002, File No. 1-8607.)

First Amendment dated November 1, 2003.to the BeliSouth Corporation Trust Under
Executive Benefit Plan(s) (incorporated by reference to Exhibit 10r-3 fo Form 10K for
the year ended December 34, 2003, File No. 1-8607.)

Second Amendment dated December 17. 2003 to the BeliSouth Corporation Trust Under
Executive Benefit Plan(s) (incorporated by reference to Exhibit 10r-4 to Form 10K for
the year ended December 31, 2003, File No. 1-8607.)

Third Amendment dated March 15, 2004 to the BellSouth Corporation Trust Under
Executive Benefit Plan(s) (incorporated by.reference to Exhibit 10r-5 to the Form 10-Q
for the quarter ended March 31, 2004. Fils No. 1-8607.)

BeliSouth Telecommunications, Inc. Trust Under Executive Benefit Plan(s) as amended
April 28, 1995 (incorporated by reference 1o Exhibit 10v-1 to Form 10-Q for the quarter
ended June 30, 1995, File No. 1-8607.)

Amendment dated May 23, 1996 to the BellSouth Telecommunications, Inc. Trust Under

Executive Benefit Plan(s) (incorporated by reference to Exhibit 10t-1 to Form 10-Q for
the quarter ended June 30, 1996, File No. 1-8607.)
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10aa-2  Second Amendment dated July 8, 2002 to the BeliSouth Telecommunications, Inc. Trust
Under Executive Benefit Plan(s) (incorporated by reference to Exhibit 40s-2 to
Form 10-Q for the quarter ended September 30, 2002, File No. 1-8607.)

100a-3  First Amendment dated November 1, 2003 to the BellSouth Telecommunications, Inc.
Trust Under Executive Benefit Plan(s) (incorporated by reference to Exhibit 10s-3 to
Form 10K for the year ended December 31, 2003, File No. 1-8607.)

10aa-4  Second Amendment dated December 17, 2003 to the BellSouth Telecommunications,
Inc. Trust Under Executive Benefit Plan(s) (incorporated by reference to Exhibit 10s-4 to
Form 10K for the year ended December 314, 2003, File No. 1-8607.)

10aa-5  Third Amendment dated March 15, 2004 to the BeliSouth Telecommunications, Inc. Trust
Under Executive Benefit Plan(s) (incorporated by reference to Exhibit 10s-5 to the
Form 10-Q for the quarter ended March 31, 2004, Fite No. 1-8607.)

10bb BellSouth Corporation Trust Under Board of Directors Benefit Plan(s) as amended
April 28, 1995 (incorporated by reference to Exhibit 10w-1 to Form 10-Q for the quarter
ended June 30, 1995, File No. 1-8607.)

10bb-1 Amendment dated May 23, 1996 to the BellSouth Corporation Trust Under Board
Directors Benefit Plan(s) (incorporated by reference to Exhibit 10u-1 to Form 10-Q for
the quarter ended June 30, 1996, File No. 1-8607.)

10bb-2  First Amendment dated November 1, 2003 to the BeliSouth Corporation Trust Under
Board of Directors Benefit Plan(s) (incorporated by reference to Exhibit 10t-2 to Form
10-K for the year ended December 34, 2003, File No. 1-8607.)

10bb-3-  Second Amendment dated December 47, 2003 to the BellSouth Corporation Trust Under
Board of Directors Benefit Plan(s) (incorporated by reference to Exhibit 10t-3 o
Form 10K for the year ended December 31, 2003, File No. 1-8607.) :

10bb-4  Third Amendment dated March 45, 2004 to the BeliSouth Corporation Trust Under Board
of Directors Benefit Plan(s) (incorporated by reference to Exhibit 101-4 fo the Form 10-Q
for the quarter ended March 34, 2004, File No. 1-8607.)

10cc BeliSouth Telecommunications, Inc. Trust Under Board of Directors Benefit Plan(s) as
amended April 28, 1995 (incorporated by reference to Exhibit 10x-1 to Form 10-Q for
the quarter ended June 30, 1995, File No. 1-8607.)

10cc-1  Amendment dated May 23, 1996 to the BeliSouth Telecommunications, Inc. Trust Under
Board of Directors Benefit Plan(s) (incorporated by reference to Exhibit 10v-1 to
Form 10-Q for the quarter ended June 30, 1996, File No. 1-8607.)

10cc-2  First Amendment dated November 1, 2003 {o the BeliSouth Telecommunications, Inc.
Trust Under Board of Directors Benefit Plan(s). (Incorporated by reference to
Exhibit 40u-2 to the Form 10K for the year ended December 34, 2003, File No. 1-8607.)

10cc-3  Second Amendment dated December 47,2003 to the BellSouth Telecommunications,
Inc. Trust Under Board of Directors Benefit Plan(s) (incorporated by reference to
Exhibit 10u-3 to the Form 10K for the year ended December 31, 2003, Filte No. 1-8607.)

10cc-4  Third Amendment dated March 15, 2004 to the BellSouth Telecommunications, Inc. Trust
Under Board of Directors Benefit Plan(s) (Incorporated by reference to Exhibit 10u-4 to
the Form 10-Q for the quarter ended March 31, 2004, File No. 4-8607.)

410dd Amended and Restated BeliSouth Corporation Stock Plan Effective April 24, 1995
(incorporated by reference to Exhibit 10v-1 to Form 10K for the year ended
December 31, 2000, File No. 1-8607.)

10ee BellSouth Corporation Stock and incentive Compensation Plan as amended June 28,
2004 (incorporated by reference to Exhibit 40v-3 to the Form 410-Q for the quarter
ended June 30, 2004, File No. 4-8607.)

40f1f Non-Employee Director Non-Qualified Stock Option Terms and Conditions (incorporated
by reference to Exhibit 10-qq to BeliSouth’s.Form 8-K dated September 30, 2004, File
No. 1-8607.)

10gg 2004 Non-Qualified Stock Option Terms and Conditions (incorporated by reference to
Exhibit 10-1r to BellSouth’s Form 8-K dated September 30. 2004, File No. 1-8607.)
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BelliSouth Retirement Savings Plan as amended and restated effective July 1, 2001
(incorporated by reference to Exhibit 10w to Form-10-K for the year ended
December 34, 2001, File No. 1-8607.)

First Amendment dated December 18, 2001 to the BellSouth Retirement Savings Plan
(incorporated by reference to Exhibit 10w-1 to Form 10K for the year ended
December 31, 2001, File No. 4-8607.)

Second Amendment dated March 14, 2002 to the BeliSouth Retirement Savings Plan
(incorporated by reference to Exhibit 10w-2 to Form 10-Q for the quarter ended
September 30, 2002, File No. 1-8607.)

Third Amendment to the BellSouth Retirement Savings Plan effective as of May 1, 2002
and December 40, 2002 (incorporated by reference to Exhibit 10w-3 to Form 10K for
the year ended December 31, 2002, Filo No. 1-8607.)

Fourth Amendment dated December 23, 2003 to the BellSouth Retirement Savings Plan
(incorporated by referonce to Exhibit 10w-4'to Form 10K for the year ended
December 31, 2003, File No. 1-8607.) :

Fifth Amendment dated December 22, 2004 to the' BeliSouth Retirement Savings Plan.

Agreement with Chief Executive Officer (incorpordted by reference to Exhibit 10dd to
Form 10K for the year ended December 31, 1998, File No. 1-8607.)

Agreement dated October 18, 2000 with Francis A. Dramis (incorporated by reference
to Exhibit 10gg to Form 10K for the year ended December 31, 2000, File No. 1-8607.)

BellSouth Corporation Stock Plan Restricted Shares Award Agreement dated October 48,
2000 for Francis A. Dramis (incorporated by reference to Exhibit 10gg-1 to Form 10K for
the year ended December 34, 2000, File No. 18607.)

BeliSouth Corporation Stock Plan Restricted Shares Award Escrow Agreement dated
October 18, 2000 for Francis A. Dramis (incorporat_ed by reference to Exhibit 10gg-2 to
Form 10K for the year ended December 34, 2000 File No. 1-8607.)

Agreement dated May 19, 2003 with Ronald M Dyl(es (incorporated by reference to
Exhibit 10hh-4 to Form 10-Q for the quarter ended June 30. 2003, File No. 1-8607.)

BeliSouth Corporation Stock Plan Restricted Shares Award Agreement dated October 26,
2000 for Ronald M. Dykes (incorporated by reference to Exhibit 10hh-1 to Form 40K for
the year ended December 31, 2000, File No. 1-8607.)

BellSouth Corporation Stock Pian Restricted Shares Award Escrow Agreement dated
October 26, 2000 for Ronald M. Dykes (incorpordted by reference to Exhibit 10hh-2 to
Form 10K for the year ended December 31, 2000, File No. 1-8607.)

Agreement dated December 16, 2003, befWe‘en'rBeﬂSouth Corporation and Mark L.
Feidler (incorporated by reference to Exhibit 40kk to Form 10K for the year ended
December 31, 2003, File No. 1-8607.) :

Agreement dated as of October 48, 2000 by and between BeliSouth Corporation and
Richard A. Anderson (incorporated by reference to Exhibit 102z to Form 10-Q for the
quarter ended September 30, 2004, File No. 1-8607.)

Form of Director Indemnity Agreement (incorpo_rclted by reference to Exhibit 10il to
Form 10K for the year ended December 31, 2003, File No. 1-8607.)

Form of BellSouth Corporation Stock and Incentive Compensaﬁonv Plan Restricted Stock
Award Agreement (incorporated by reference to Exhibit 10-ss to BellSouth’s Form 8-K
dated September 30, 2004, File No. 1-8607.) '

Form of BeliSouth Corporation Stock and incentive Compensation Plan Restricted Stock
Award Agreement (Non-Retirement Eligible, Change in Confrot) (incorporated by
reference to Exhibit 10-tt to BeliSouth’s Form 8-K dated September 30, 2004, File

No. 1-8607.)

Form of BeliSouth Corporation Stock and Incentive Compensation Plan Restricted Stock
Award Agreement (Retirement Eligible, No Change in Control) (incorporated by
reference to Exhibit 10-uu to BeliSouth’s Form 8-K dated September 30, 2004, File

No. 1-8607.) :
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10rr

10ss

40tt
10uu
16vv
10ww
10xx
10yy
10zz
10aaa

14
12
21
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23b
23c
24
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31-b
32
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99b

99c

Form of BellSouth Corporation Stock and Incentive Compensation Plan Restricted Award
Agreement (Non-Retirement Eligible) (incorporated by reference to Exhibit 10-vv to
BeliSouth’s Form 8-K dated September 30, 2004, File No. 1-8607.)

Form of BellSouth Corporation Stock Plan Restricted Shares Award Agreement (used in
connection with Restricted Share grants to executive officers in 2000) (incorporated by
reference to Exhibit 10aaa to Form 10-Q for the quarter ended September 30, 2004, File
No. 1-8607.)

Form of BellSouth Change in Control Executive Severance Agreements (incorporated by
reference to Exhibit 10y-1 to Form 10-Q for the quarter ended September 30, 2003,

File No. 1-8607.)

Form of BeliSouth Corporation Stock and Incentive Compensation Plan Annual incentive
Award Agreement for Executive Officers (2005 Awards) (incorporated by reference to
Exhibit 10ss to Form 8K dated January 24, 2005, File No 1-8607.)

Form of BellSouth Corporation Stock Plan Performqnce Shares Award Agreement (2002
Awards) (incorporated by reference to Exhibit 10tt to Form 8-K dated January 24, 2005,
File No 1-8607.)

Form of BellSouth Corporation Stock Plan Performance Shares Agreement (2003
Awards) (incorporated by reference to Exhibit 10uu to Form 8K dated January 24,
2008, File No 1-8607.)

Form of BellSouth Corporation Stock and Incentive Compensation Plan Performance
Shares Award Agreement (2004 Awards) (incorporated by reference to Exhibit 10-ww
to BeliSouth’s Form 8-K dated September 30, 2004, File No. 1-8607.)

Form of BellSouth Corporation Stock Plan Performance Shares Award Agreement (2005
Awards — total shareholder return) (incorporated by reference to Exhibit 40yy to
BeliSouth’s Form 8-K dated February 28, 2005, File No. 1-8607.)

Form of BellSouth Corporation Stock Plan Performance Shares Award Agreement (2005
Awards — internal performance metrics) (incorporated by reference to Exhibit 10zz to
BellSouth’s Form 8-K dated February 28, 2005, File No. 1-8607.)

Form of BeliSouth Corporation Stock Plan Performance Shares Award Agreement (2005
Awards — non-162(m) officers) (incorporated by reference to Exhibit 10aaa to
BellSouth’s Form 8-K dated February 28, 2005, File No. 1-8607.)

Computation of Earnings Per Share,

Computation of Ratio of Earnings o Fixed Charges.

Subsidiaries of BellSouth. :

Consent of Independent Registered Public Accounting Firm.

Consent of Independent Registered Public Accounting Firm.

Consent of independent Registered Public Accounting Firm.

Powers of Attorney.

Section 302 certification of F. Duane Ackerman:

Section 302 certification of Ronald M. Dykes.

Statement Required by 18 U.S.C. Section 4350, as adopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002.

Consolidated Financial Statements of Cingular Wireless LLC as of and for the three years
ended December 34, 2002, 2003 and 2004 with the Report of Independent Registered
Public Accounting Firm.

Annual report on Form 14K for BellSouth Retirement Savings Plan for the fiscal year
ended December 31, 2004 (to be filed under Form 44-K within 180 days of the end of
the period covered by this report). ’ :

Annual report on Form 11K for BeliSouth Savings and Security ESOP Pian for the fiscal

year ended December 34, 2004 (to be filed under Form 14-K within 480 days of the end
of the period covered by this report).
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Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behaif by the undersigned, thereunto duly authorized.

BELLSOUTH CORPORATION

/s/ _W. PATRICK SHANNON

W. Patrick Shannon

Senior Vice President — Finance and Controller
March 7, 2005

Pursuant to the requirements of the Securities Exchange Act of 1934, this
report has been signed below by the following persons on behalf of
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*By: /s/ _W. PATRICK SHANNON

W. Patrick Shannon
(INDIVIDUALLY AND AS ATTORNEY-IN-FACT)
March 7, 2006



